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greater profits... 


The Service Charge on 
Demand Deposits 


By W. GORDON JONES 


IS book is a complete treatise on the growing 
banking practice of imposing a monthly service 
Price charge on demand deposits that do not measure up to 
$ 1.00 a certain standard of profitableness to the bank. It 
tells how to determine which accounts are unprofitable 
and discusses the best methods of imposing the charge 

without sacrificing the good will of the customer. 


BANKERS PUBLISHING CO. 


Book Department 
465 Main St., Cambridge, Mass. 





The Publisher’s Page 


T the present time the banker’s fair reputation is somewhat 
dimmed in the public’s estimation. Professor E. C. 
Harwoop of the Massachusetts Institute of Technology 
is willing to predict, however, that within ten years the 
banking profession will have regained its place in the 
sun. But, if it is to do this, it must exhibit the highest type of 
enlightened leadership and effect at once some major and much 
needed reforms in the banking system. In his article, which 
bears the provocative title “Where Are We Going?’ and which 
commences on page 3813 of this issue, Professor Harwood 
expresses the opinion that our scapegoat bankers are the product 
of a financial condition which should never have been allowed to 
exist, and briefly outlines some of the banking adjustments that 
he believes must be made to strengthen the position of banks and 
bankers in the public eye. 


WintHrRop W. AvpricH, chairman of the governing board and 
president of the Chase National Bank of New York City, is 
named by Professor Harwood as a leader of the new forward 
movement in banking. In “Causes of the Present Depression,” 
on page 339, Mr. Aldrich reviews concisely the international 
conditions that led up to the present economic situation and 
suggests four major steps toward recovery. Mr. Aldrich shows 
a comprehensive grasp of the facts, and is able to speak authorita- 
tively on the subject of possible remedies. 


Nor a bank failure in Canada in the last ten years, is the proud 
boast of Jackson Donpps, general manager of the Bank of Mon- 
treal (“The Banking System of Canada,” page 317 this issue). 
A glance through any recent number of this magazine will 
emphatically demonstrate that present-day bankers are not content 
to know only the systems and conditions of their own country. 
In his clear and pithy article, Mr. Dodds reviews the whole 
Canadian banking structure, points out the reason for its extraor- 
dinary strength and shows how it has succeeded in giving efficient 
service to the government and people of the Dominion. 


“TNDuUSTRIAL leadership seems practically to have abdicated in our 
present emergency. Politics has been making serious efforts at 
leadership in the financial field, and will make more. But except 
for the duration of extreme emergency, dictatorial powers in this 
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country can hardly be more than temporary, even on the part 
of the President. Permanent leadership, informed and expe- 
rienced leadership, is necessary from within the economic structure 
itself.” So E. HaypEN Hutt begins his article on page 351 in 
which he asks, “Can our bankers assume leadership in the new 
era?” Mr. Hull believes they can; and he proceeds to tell what 
points of capitalism, communism and Fascism he believes should 
be incorporated in the new system. “The banker can assume true 


leadership if he will. And if he does not, what may happen? 
Anything.” 


z\s a start in preparation for such leadership the banker cannot 
do better than to turn to page 323 and read WiLu1AM B. Cup.ip’s 
article on “The Readjustment Period.” Mr. Cudlip make a very 
thorough survey of bank history in the United States and discusses 
the changes wrought by the war, the period of artificial prosperity 
and the depression. “Banking is not what it used to be,” he 
concludes: commercial and savings functions must be separated; 
the present banking structure must be altered and _ solidified; 
bankers must study investments, state and national legislation; 
they must learn to pull in their belts a notch or two and reduce 
their expenses for frills and furbelows in running costs. It is 
along these lines, Mr. Cudlip believes, that economic and financial 
recovery lie. 


Wuat do you know about the effect of a business slump on the 
profit from personal loans? the attitude of endorsers who have 
to pay a defaulted note? the volume necessary to make a per- 
sonal loan department profitable? the difficulties of collection? 
the duty of the bank toward those in the community who need 
small loans? The compiled experience of many bankers is used 
to throw light on these and other problems of the banks’ loan 
department in Howarp Wricut Harngs’s “The Limitation of 
Small Loans,” to be found on page 345. (And, by the way, a 
revised edition of Mr. Haines’s expert text on this subject is 
now in process of preparation. ) 


ANOTHER practical problem of bank management is taken up in 
CuTHBERT LEE’s second article on Personal Trust Administra- 
tion (page 355), in which Mr. Lee goes into the points involved 
in actually drawing up the trust papers and offers many valuable 
suggestions as to legal pitfalls to be avoided. Mr. Lee’s article 
next month continues the general subject of trusts with “The 
Trust Acceptance.” 
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“I am entirely in sympathy with the divorcing by law of 
security afhliates from commercial banks. I do not think, 
however, that the Glass Bill goes sufficiently far in sepa- 
rating the business of commercial banking from that of 
dealing in securities. To separate commercial banks from 
their security affiliates is only half the problem.” 
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NO. 4 


Editorial Comment 
BANKING AND OTHER REFORMS 


I favor as a practical policy the putting 
of first things first—President Roosevelt’s 
Inaugural Address. 


this country finds itself calls for a 
resolute search to discover what 
are the “first things” to be considered 
in an effort to find the way out of this 
terrible dilemma. 
What are the primary sources of our 
ills but Hate, Fear and Greed? 
To this unholy triumvirate we owe 
the devastating effects of the Great 
War. Beginning in hatred, to be suc- 


Ti deplorable situation in which 


ceeded by fear, and concluding the 
dance of death with riotous speculation 


begotten of greed. 

The extirpation of these enemies of 
human progress will be found “the 
putting of first things first.” Only to 
the extent that this fact is recognized 
and made the basis of future recovery 
can hope be entertained of real and per- 
manent advancement. 

Before banking reform, desirable as 
that may be, other reforms are more 
fundamental and urgent. To put the 
first thing in its rightful place, we need 
a religion based primarily in the attempt 
to establish and sustain proper human 
relations. Let those whose occupation 
consists in obtaining for us passports to 
an unknown heaven continue to mumble 
their creeds and indulge in meaningless 
ceremonies, but the human family must 
first find the means of peacefully exist- 
ing here and now. That is our immedi- 
ate job. Attention to it can no longer 
be neglected if we are to escape destruc- 
tion. Ethical principles—all embraced 
in the Golden Rule—upheld by the 
binding force of belief in ‘‘a power out- 
side ourselves that makes for righteous- 


ness” will constitute an adequate basis 
for a practical religion. 

Education must have for its objective 
something more than the making of 
bond salesmen, lawyers and others of 
the “white-collar” class. The country 
needs real men and women. Our schools, 
colleges and universities should aid in 
producing them. 

Much of our literature is sensational 
and worse. Many of our theaters, for- 
getting their true mission of affording 
healthful amusement and relaxation, are 
ministering to the craze for sensation. 

Even our family life is losing sight of 
its reverent obligations in the undue 
desire for adventure and gain. 

Unpleasant as this picture may be, it 
will have to be looked at, for it thrusts 
itself into view on every hand. 

Now, to leave off sermonizing, but 
making no apologies for having indulged 
in it, let consideration be given to other 
matters 

And banking reform, though of great 
importance, will not be put forward to 
the obscuration of problems of greater 
concern. Not to the money changers 
alone must the whip be applied. 


THE SHIRKING OF DUTY AT 
WASHINGTON 


OW did the Government at 
Washington meet the exigencies 
of the times? Surely, not by 

that prompt and decisive action to which 
lip service has been so ungrudgingly 
given. Congress has long known of the 
unbalanced budget, of the disturbing in- 
fluence of war debts, the throttling ef- 
fects on our international trade of ex- 
isting tariffs, of the defects in our 
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banking systems. Since the beginning 
of the last session in December, in full 
possession of the facts of the situation, 
Congress did virtually nothing con- 
structive. Instead the time was frittered 
away in vain political bickerings, and 
with cynical disregard of the plain 
necessity of the most rigid economy, an 
appropriation bill carrying over $900,- 
000,000—a large part of which was to 
provide cash for ““veterans”’—was placed 
before the President for his signature, 
which patriotically he refused. ‘There 
must be an end to speculation with other 
people’s money,” righteously declared 
President Roosevelt in his inaugural. 
Let us hope that he meant not only 
speculation in securities but in farm 
products and in the use of the people’s 
money in vote-catching appropriations 
of all kinds. Legislation and adminis- 
tration must have for their main objec- 
tive not the welfare of groups, however 
numerous and vociferous, but the wel- 
fare of all the people—the “general 
welfare” for whose purpose the Consti- 
tution was ordained. 


CORPORATE REFORMATION 


UR entire corporate system is in 
C) need of a drastic overhauling, 
even if this should require the 
intervention of the Federal Government. 
In a recent public statement so com- 
petent an authority as Owen D. Young 
declared that after an examination of 
the accounts of a big corporation, or 
rather of a number of corporations com- 
prising the group, he could make noth- 
ing of them. They were so intertwined 
that it was impossible to gain an under- 
standing of what they meant. Surely, 
such a condition demands immediate 
attention. The multiplication of sub- 
sidiaries as a means of manipulation 
and deception must be ended. Kinds of 
securities should be greatly reduced. All 
with the object that the intelligent and 
honest investor may at least know what 
his investment represents. 
But it is not alone in their set-up and 
the class of securities to be issued that 


the corporations must be _ reformed, 
Their management, in too many in- 
stances, has been devoted to making 
large gains for the management or a 
favored group. These abuses, by no 
means universal but altogether too nu- 
merous, must be rooted out of our corpo- 
rate systems. Else distrust in their 


securities will become more widesprea¢ 
than th¢ extent of the abuses warrants 
" 


PROFITABLE CONDUCT OF 
INDUSTRY AND TRADE 


people that there should be profit: 
able operation of industry and trade 

—not largely profitable to a favored few 
buccaneer captains of industry, but to 
the more numerous class concerned in 
farming, manufacturing and trade. 

Our railroads, especially, must be re- 
leased from unfair competition, from 
staggering taxes and from the harrying 
exercised by the forty-eight states and 
the Federal Government. The real pur- 
pose of railway operation is to furnish 
efficient service to the public, at reason: 
able cost, and to afford just wages to 
employes and a fair return to capital. 

Farming, manufacturing and prop 
erly-managed and legitimate trading en 
terprises must be brought to a profitable 
basis, not by government subsidies or 
other forms of coddling, but by the 
exercise of that skill and integrity upon 
which alone successful enterprise can 
permanently rest. 


[’ is essential to the well-being of our 


RELIEF FROM TAXATION 


AAXES have been going up while 
income and _ profits—the only 
source of taxation—have been 
steadily and rapidly diminishing. Of 
the necessity for a sharp reduction of 
taxation public officials have seemed 
utterly unaware. They took satisfac 
tion in submitting to a reduction of 10 
or 20 per cent. in their salaries, unmind- 
ful of the fact that millions are without 
any income whatever and quite gener’ 
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ally the wages and salaries of others 
have fallen by 50 per cent. 

The reckless policy of the Federal 
Government, of the states and munici- 
palities, in piling up debts must be 
ended. Especially must the Federal 


Government stop luring the states to 
spend on road building by matching the 
sums appropriated for this purpose. 


A WIDER DISTRIBUTION OF 
PROSPERITY 


ROFITS must no longer be re- 
p garded as primarily for the benefit 

of the few, but for the good of 
the many. Wage and salary earners can 
not be expected to remain content while 
the wealth they produce is so largely 
absorbed by a relatively small number. 
But in this connection it is well to re- 
member that industry and trade cannot 
pay wages and salaries out of non-exist- 
ent profits, and therefore it is above all 
important that industry and trade be 
restored as quickly as possible to a 


_ profitable basis. 


BANKING AND CURRENCY 
REFORM 


HENCE this sudden accession 

\ / of banking virtue and wisdom? 
It had birth in the fear engen- 

dered by this terrible crisis, and like all 
the children of fear must be regarded 
with some misgivings. Our banking 
legislation, in its major aspects, is of 
like parentage. The National Banking 
System was born of the Civil War; the 
Federal Reserve System of the panic of 
1907; our latest venture in banking re- 
form will, like its predecessors, be born 
of a national crisis. It may be that our 
people and the legislative bodies will act 
in a matter like this only under the spur 
of necessity. Such seems to be the case, 
for our banking weaknesses have been 
apparent, at least for several years. But 
with this situation clearly before us, we 
waited and took no decisive action until 
our entire banking mechanism broke 
down. Instead of repairing the house 


while the weather is fair, we wait until 
the fury of the financial hurricane has 
burst upon us, and in the midst of its 
destruction begin picking up the shat- 
tered timbers to build anew. Banking 
legislation thus devised is less likely to 
be sound and wise than that formed 
under calmer conditions. 


MONETARY REFORM A FIRST 
STEP 


United States will remain on the 
gold standard. And why not, while 
we are about financial reconstruction, 
wipe out some of the anomalies in our 
currency? There is no excuse whatever 
for the continuation of the United 
States legal-tender notes, since gold cer- 
tificates have the same attribute. Silver 
dollars and certificates are really un- 
necessary. Their place could well be 
filled by subsidiary silver and $2.50 gold 
pieces. England long did very well 
with paper money no lower in denomi- 
nation than £5, and today has no paper 
currency of a denomination lower than 
ten shillings. At an appropriate time 
the national bank note circulation might 
be supplanted by Federal Reserve notes, 
according to the original intention of 
the Federal Reserve Act. Two kinds 
of paper “money”—gold certificates and 
Federal Reserve notes—-would meet all 
real requirements for coin substitutes. 
These suggestions may be inoppor- 
tune, but they are worth remembering 
when, if ever, our currency system 
comes to be remodeled along sound lines. 


[’ is assumed, of course, that the 


THE FUNDAMENTAL PROBLEM 
OF BANKING REFORM 


HAT we need in this country 

\X / is real banks and real bankers, 
declared Senator Glass of Vir- 

ginia in a recent Senate debate. This 
statement goes right to the heart of our 
banking problem. Now, any dispas- 
sionate and informed student of bank- 
ing must know that many of our banks 
and bankers—the majority of them in 
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fact—meet this fundamental require- 
ment. What Senator Glass undoubtedly 
meant was that this standard must be- 
come universal. How is this ideal to be 
achieved? Manifestly, in two ways— 
by more uniform standards of banking 
laws and their administration, and by 
some plan that will insure that banks 
be managed by men of skill and integ- 
rity, and by no others. Are these high 
ideals possible of attainment, and if so, 
by what means? It is believed that this 
question may be affirmatively answered. 
We can have uniform laws and methods 
of inspection in either of two ways— 
by putting all banking operations under 
Federal laws, or by devising and adopt- 
ing a uniform code of state banking 
laws—uniform at least to the extent 
necessary to secure sound standards of 
organization and operation. Perhaps 
the first method is the more practicable, 
though its proposed adoption is likely 
to meet with strong opposition from 
some of the states. 


IS MEMBERSHIP OF ALL BANKS 
IN THE FEDERAL RESERVE 
THE REMEDY? 


ANY believe that if all banks 
were required to become mem- 


bers of the Federal Reserve 


System perhaps such membership would 
constitute an added source of strength 
to our banking structure as a whole. 
But in these times, when banking 
laws, systems and methods are under 
such searching examination, it will be 
profitable to turn the searchlight on the 


Federal Reserve Act itself. Such ex- 
amination can properly have but one 
purpose—to point out some of the de- 
fects in the law so that they may be 
understood and corrected. Before point- 
ing out these defects it should be said 
that the passage of the Federal Reserve 
Act instituted a considerable measure 
of order into what had theretofore been 
a more or less disorderly banking sys- 
tem. This improvement was confined 
to the national banks and such state 
banks as voluntarily entered the system. 
It was a great gain when the banks were 


unified to the extent mentioned, when 
there was concentration of reserves (car- 
ried too far, as will be later shown), 
when coin and commercial paper were 
substituted for Government bonds as the 
basis for currency issues (a principle 
which was vitiated by making the Fed- 
eral Reserve notes Government obliga- 
tions), when speedier and more eco- 
nomical methods of collecting checks 
were devised and put into practice, 
when the gold settlement fund was in- 
stituted. These are some, but by no 
means all, of the beneficial provisions of 
the Federal Reserve Act. 

But there were others which can not 
be approved. 

(1) General supervision of the system 
was placed in the hands of a politically- 
constituted board, located at Washing- 
ton. This, not only theoretically but in 
practice, has rendered the operations of 
the banks subject to political opinion. 

(2) Federal Reserve notes were made 
Government obligations, thus making a 
credit instrument available as reserves 
for state banks. Parenthetically it may 
be observed that there is no greater 
error in monetary legislation than to 
seek by law to endow a credit note with 
qualities intrinsically belonging to gold 
certificates alone among all forms of 
paper “money.” 

(3) By requiring all reserves of mem’ 
ber banks to be in the form of deposits 
with the Federal Reserve. This and the 
foregoing provision have been the means 
of enormous credit expansion, largely 
responsible for our present unfortunate 
situation. 


THE NATIONAL AND STATE 
SYSTEMS 


T is a well-known fact that the na- 
] tional banks, taken as a whole, have 

made a better record for safety than 
the institutions organized and operating 
under state laws. This superiority of 
the national banks, in the respect men- 
tioned, is due to the stricter laws gov 
erning their organization and manage’ 
ment, closer supervision and the strength 
which compulsory membership of the 
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Federal Reserve confers. But this state- 
ment by no means implies that all state 
banking systems are bad; on the con- 
trary, many of them are excellent, but 
some of them are indifferent, while a 
few are altogether too lax in their re- 
quirements. No thoughtful observer 
can deny that the state banking systems, 
where deficient, should be radically im- 
proved, and even the national banking 
laws, at the inception of the recent 
crisis, were far from perfect. They per- 
mitted the organization of banks with 
too little capital, and provided for no 
ratio of capital to obligations to deposi- 
tors. They were deficient in other re- 
spects which need not now be enu- 
merated. 


HONEST AND CAPABLE BANK 
MANAGEMENT 


T has been said that this is the heart 
| of our banking problem. Lacking 

this desideratum, all laws and regu- 
lations will prove futile. To attain the 
end in view a higher ethical standard 
will have to be created among bankers 
themselves. The trust relations to de- 
positors, which most bankers recognize, 
must become universal. And if the 
principles of sound and capable manage- 
ment are disregarded by bank officials, 
the power of enforcing conformance 
with such principles must be lodged 
either in governmental agencies or in 
the clearing-house associations. 

It is to be hoped that, in the course 
of time, banking may come to be re- 
garded in this country, as is already the 
case in many others, as a profession to 
be followed only by those whose train- 
ing and character qualify them for it. 


CLEARING-HOUSE SUPERVISION 
Gio ofthe ban to the supervi- 


sion of the banks now exercised 


by governmental authority, it is 
believed that the standards of banking 
could be raised by the organization of 
Federal clearing-houses, of which all 
banks should be required to become 


members. This belief rests upon the 
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fact that, in every large city, a large 
nucleus of sound banks exists, and that 
if all banks in the surrounding terri- 
tory were placed under the supervision 
of such an organization as indicated, bad 
banking practices could be checked in 
their incipiency and prompt measures 
taken to correct them. 


BANKING AFFILIATES 


WING to certain experiences 

with security affiliates of some 

of the banks, a strong sentiment 
has developed against such relations. 
This sentiment recently caused two of 
the largest banks in New York to dis- 
solve connections of this kind which 
they had maintained for some time. 

No apology is offered for the abuses 
mentioned. But the question arises as 
to whether they originated in the asso 
ciation itself or were due to other causes. 
In other words, does the fact of such 
association necessarily imply that it will 
be improperly used? If the bank is 
properly managed, it will not permit 
the connection with an afhliate to im- 
pair the position of the parent institu- 
tion. If the bank is improperly man- 
aged, a more drastic remedy than di- 
vorce is indicated. 

The cutting loose of banking affiliates 
from their present relations will set up 
a new train of circumstances which 
might well be considered before such 
action is taken. It will destroy a large 
and necessary outlet for sound invest- 
ment securities. Regulation of these 
affiliates might, at least, be tried before 
resorting to their complete extinction. 


BRANCH BANKING 


HE remedy for our banking 
troubles looked on with a high -de- 
gree of favor is branch banking. 

It is generally recognized that where 
banking is concentrated in a few large 
institutions, as in England and Canada, 
greater safety is attained than under 
our present system of numerous inde- 
pendent banks, many of them of small 
capital. But the superior safety afforded 
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by the branch systems of England and 
Canada is not wholly due to banking 
concentration. It derives in part from 
the character of the people and estab- 
lished banking traditions. 

If we are to have a general system of 
nation-wide branch banking, or even 
within restricted territorial boundaries, 
the price must be paid for it if this new 
system is to prove efficient. This price 
is to place banking in the hands of a 
comparatively few banks of large capi- 
tal equipment. The real question is as 
to the readiness of our people to pay 
this price. 


FAITH IN AMERICA 


R the America that has too largely 
Fess its destiny on the number 

of automobiles, radios, bathtubs 
and other material concomitants of 
civilization; for the America of jazz and 
other forms of barbaric sensation; for 
the America lately dazzled by specula- 
tion, faith is lacking. But for the real 
America of the fathers and the pioneers. 
and their descendants not blinded by 
the folly and madness of the times, faith 
may be exercised, even though at present 
it is but the substance of things hoped 
for, the evidence of things not seen. 


RALLY ROUND ROOSEVELT 


S our country is fond of slogans, 
the above may be found appro- 
priate to the times. In the face 


of a great emergency the President has 
acted with promptness, not unmixed 


with a proper degree of caution. He 
should have united support in every 
wise action taken with a view to rescue 
the country from the dire situation into 
which it has been allowed to drift. 
The measures promptly taken by the 
new administration and by Congress 
have already exercised a tonic effect 
upon the country. Particularly inspir- 
ing is the economy plan, and especially 
have the views of the new Director of 
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the Budget inspired confidence that in 
the future the Government will stop 
reckless squandering of the people's 
money and will make an honest attempt 
to balance income and outgo. 

So far as our banks are concerned, 
there never has been any real founda- 
tion for lack of confidence in them, 
When the people lose faith in all banks, 
they have in reality lost faith in them- 
selves. It has been well said that the 
people are the Government. They are 
the banks also. Shareholders and de. 
positors actually constitute the banks of 
the country. Upon their actions the 
safety of the hanks depends. It is within 
the power of thees two classes at any 
time to enforce safe and reasonable 
banking operations. When shareholders 
neglect their obvious duty to provide 
safe and efficient management, when de- 
positors act like a herd of stampeded 
cattle, the hope of safe banking inevi- 
tably vanishes. 

Before condemning our banking sys- 
tems, let the people examine their own 
consciences and learn to what extent 
they have been responsible for specula- 
tion, for unsound business practices and 
for the combined assault upon the banks. 
Admittedly better banks and_ better 
bankers are needed, and the same re- 
mark applies to business of every kind. 
It is deplorable, of course, that a thou 
sand or more banks may fail in a single 
year. Equally lamentable is the fact 
that there were over 31,000 mercantile 
failures in the year 1932 alone. While 
reforming banking, with such a sudden 
excess of righteousness and wisdom, let 
it not be forgotten that business, upon 
which banking is based, must also be 
subjected to similar purgation. 

Fortunately, our banking and busi 
ness structures remain unimpaired in 
safe and competent hands. Upon this 
sound basis, with the application of such 
legislative and other remedies as will 
presently be made, the country can 
hopefully look forward to the return of 
a reasonable degree of national pros 


perity. 





Federal Clearing-Houses 


A Suggestion for Applying Sound Banking Principles and Methods 
to All Banks 


By ELtmMer H. YOUNGMAN 
Editor, The Bankers Magazine 


to conform to sound banking prin- 

ciples and practices is the clear 
lesson of our recent experiences. To 
supplement the aims of legislation now 
existing or pending to achieve this end, 
the following proposals are offered. 
They rest upon the belief that in every 
large commercial center a nucleus of 
sound banks may be found, and that if 
all the banks in the adjoining territory 
could be brought under the constant in- 
spection and measurable control of such 
banks, through Federal Clearing-Houses, 
our entire banking system could be made 
to function safely and efficiently. It is 
therefore proposed: 


Tee all banks should be required 


(1) That Congress enact a law pro- 
viding for the organization of Federal 
Clearing-Houses, of which all banks, 
state and national, shall be required to 
become members. 

(2) That the laws relating to the or- 
ganization and management of such 
Federal Clearing-Houses be framed after 
consultation with bankers, Treasury 
officials and others having practical 
knowledge of banking. 

(3) That the rules and regulations 
governing the operations of Federal 
Clearing-Houses be framed by the re- 
spective organizations, but in all cases 
embodying the fundamental principles 
and methods of sound and efficient 
banking, and that such rules and regu- 
lations be subject to the approval of the 
Comptroller of the Currency and the 
Federal Reserve Board. 


These proposals would, if adopted, 
merely extend a plan to all banks that 
has already been tried and found worthy 
of general application. Under the plan 
every bank would be brought under the 
watchful care and inspection of the 
sound banks of the leading commercial 
centers. Bad banking would be checked 
at the proper time—at its inception. 

The plan contemplates the organiza- 
tion of District Federal Clearing-Houses, 
which might become members of a Na- 
tional Federation of Clearing-Houses. 
The districts need not be coterminous 
with the present Federal Reserve Dis- 
tricts, but should be formed to meet the 
convenient requirements of the banks, 


commercial and business interests in gen- 


eral. It would be desirable that the dis- 
tricts should be comparatively small, so 
that the supervision and control would 
be localized, thus assuring familiarity 
with the problems to be met. 

In putting all banks under the control 
indicated, some risk would be run that 
the small banks might be oppressed by 
the larger ones. This risk could be 
avoided by the provisions of the act for 
forming Federal Clearing-Houses and 
by the authority granted the Comp- 
troller of the Currency and Federal Re- 
serve Board to approve their rules and 
regulations. 

Based upon forty years’ observation 
and study of banking problems, I am 
convinced that by bringing all banks 
under the control indicated above, a 
large degree of banking safety would be 
assured. 





Where Are We Going? 


Some Post-Holiday Thoughts on Banks and Bankers 


By E. C. Harwoop 


may be found deficient in many 

respects, but those surviving at the 
end of the depression will at least have 
developed the ability to meet new and 
trying situations as the result of their 
bitter experience. Not in many years, 
perhaps not since the “wildcat” banking 
of nearly one hundred years ago, have 
those in the banking business been faced 
with such a multitude of kaleidoscopic 
changes. Of these, the most disconcert- 
ing has been the undermining of the 
banker’s traditional place in the esteem 
of his fellow men. The spectacle of a 
man, once regarded as the occupant of 
a place near the financial throne, now 
under suspicion in connection with 
transactions revealed by a Senate Com- 
mittee, has shocked the country. But 
in spite of the times, and the possibility 
that other prominent scapegoats may be 
found, the present writer is inclined to 
believe that there is light ahead. In 
fact, it seems safe to predict that within 
ten years the banking profession will! 
have regained its place in the sun, that 
its members will once again be respected 
for their high conception of duty and 
unimpeachable integrity. 

Such a bold (some might say fool- 
hardy) prediction cannot be based on 
anything so unsubstantial as hope. Nor 
is it intended to deny that much has 
happened during the past few years to 
justify the present public attitude to- 
ward the banking fraternity. However, 
it is believed that a realistic survey of 
the situation reveals not only the reason 
for the unfortunate events of the recent 
past but the definite probability that the 
future will be quite different. It is not 
true, of course, that men are swayed by 
every wind that blows, that individual 
character changes with the times. But 
it seems to be a fact that circumstances 
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always call forth the men to take ad- 
vantage of them. Much which has oc- 
curred is easily explained when this is 
remembered, and much that will occur 
may be forecast by carefully consider- 
ing the probable circumstances of the 
future. First, however, it will pay to go 
back to fundamentals. What are the 
basic reasons for the existence of a 
money-credit system? 


TWO BANKING FUNCTIONS 


From the broader point of view, 
banking is concerned with the perform: 
ances of two primary functions in the 
social scheme. These are: first, the pro- 
vision of transferable titles to goods 
produced in order that distribution and 
exchange may be more readily accom: 
plished than is possible by an awkward 
barter process; and secondly, the custo- 
dianship of funds which the owners 
have saved and do not desire for cur- 
rent use. In other words, the banks are 
expected to finance the needs of trade 
and to invest wisely the savings of the 
community which may be entrusted to 
their care. 

Unfortunately, many bankers fail to 
realize the full significance of their 
work. It will be advisable, therefore, to 
devote a little space to consideration of 
the items of the bank's balance sheet 
which portray the accomplishment ot 
the bank’s duties. 

Ignoring inter-bank items, the assets 
may be divided into two general classifi- 
cations. There are the strictly com: 
mercial loans, based on actual goods on 
the way to market, or on materials in 
the process of production. These are 
the automatically self-liquidating credit 
extensions of the banking system. It is 
expected that the asset behind the loan 
(if not, in fact, actually securing it) 
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will appear on the market prior to the 
maturity date, thus providing the where- 
withal to liquidate the debt. There are 
also the investment type assets. These 
are distinguished by the fact that the 
actual goods involved, usually items of 
capital (factories, office buildings, etc.) 
are not on the way to market during the 
period of the loan or ownership by the 
bank. 

In a similar manner, the liabilities of 
the banks may be divided into two 
classes. The demand deposits are the 
circulating purchasing power in use, 
whereas the time or savings deposits are 
the record of funds left with the banks 
for investment purposes. 


DEMAND AND TIME DEPOSITS 


From the viewpoint of the individual 
banker, it is not always apparent that 
demand deposits are, for the most part, 
created by the banking system. Any 


particular deposit is perhaps the result 
of a loan to a manufacturer of automo- 
biles secured by bills of lading, etc. 


This deposit is transferred by the check- 
ing process to wage earners, those receiv- 
ing interest and those receiving divi- 
dends. Part of it finds its way to the 
public treasury and thence to the ac- 
counts of government employes. Finally 
it reaches the market place and there 
buys goods, either returning directly to 
the manufacturer, or making it possible 
for other purchasing power to buy the 
automobiles involved. The proceeds of 
the sale are presumably used by the 
manufacturer to repay the original loan. 
Demand deposits are, therefore, continu- 
ally being originated, while those which 
have served their purpose are being re- 
tired from circulation. 

Time deposits are quite different in 
character. They are not circulating 
purchasing power at all, but are evi- 
dence of the fact that some portion of 
former money incomes has been turned 
over to the banks to be spent for capital 
goods, or invested. Whereas demand 
deposits are canceled out or retired 
from circulation when loans are repaid, 
time deposits remain in existence as evi- 
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dence that the depositor is the real 
owner of the investment type assets 
which the bank concerned acquired with 
his money. 


“DEPARTMENT STORE BANKS 


Now the typical American bank is 
what has come to be known as the “de- 
partment store” class of institution. In 
other words, there will be found under 
the same roof and management one or- 
ganization attempting to perform both 
of the primary functions already de- 
scribed. In addition, many banks have 
added the handling of trust funds, 
estates, etc., a duty which is closely re- 
lated to the care of savings deposits 
(from the financial rather than the legal 
aspects, of course). Still another task 
undertaken by many institutions is the 
sale of securities, either directly or 
through a security afhliate. 


INCREASE IN SAVINGS DEPOSITS 


The far-reaching significance of the 
changes which have occurred since 1914 
can best be appreciated by reference to 
the facts. On June 30, 1914, the na- 
tional banks were primarily commercial 
banking institutions. As such, they 
performed the larger part of the com- 
mercial banking for the country. Spe- 
cifically, 60 per cent. of the demand 
deposits of the banking system were in 
national banks. Less than 10 per cent. 
of their total deposits were of the time 
or savings variety. Fifteen years later, 
in 1929, the national banks were han- 
dling only 43 per cent. of the commer- 
cial banking; but a change of much 
greater importance occurred in the pro- 
portion of time deposits, which increased 
to 42 per cent. of the total. Further- 
more, during the period in question the 
privileges of national banks in connec- 
tion with handling trust accounts was 
greatly extended. Changes of similar 
character occurred in the case of the 
state commercial banks. 

It will also be recalled that the de- 
velopment of the Federal Reserve Sys- 
tem came during the fifteen years end- 
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ing in 1929. The new institutional 
machinery thereby placed in operation 
made possible a degree of credit inflation 
which staggers the imagination. The 
necessities or fancied necessities of war 
brought these facilities into use almost 
immediately. Floating liberty bond 
issues proved to the banks that selling 
securities was a possible and perhaps 
profitable field. 

By 1922, therefore, the banking sys- 
tem had undergone marked changes, 
and the years ahead were to offer special 
opportunities to those who could grasp 
the new situation and take advantage of 
it. The rapid accumulation of savings 
or time deposits to be invested, plus 
trust funds to be cared for, shifted the 
emphasis to new duties and new ways 
of earning profits. Commissions on 
securities to be sold and underwriting 
profits on new promotions invited the 
development of security affiliates or 
security selling departments. For the 
larger city banks it was a simple matter 
to sell securities to their country corre- 
spondents, while for the latter there 


were small profits in the sale of securi- 
ties to customers as well as the main- 
tenance of friendly relations to be con- 
sidered. 


EMPHASIS ON CURRENT VALUE 


The great increase in the relative im- 
portance of the investment function 
gradually led to a different attitude on 
the part of management. Greater em- 
phasis was placed on the current value 
of an asset than on its type. In other 
words, the commercial banking criterion 
of the self-liquidating asset which was 
to appear on the market during the 60 
or 90-day loan was often put aside in 
favor of adequate collateral. Finally, 
any loan was regarded as sound if 
backed by real estate, bonds or other 
tangible asset. Commercial banking was 
superseded, in part, by a species of dig- 
nified pawnbroking, a situation which 
gradually developed as a result of un- 
foreseen circumstances, and which in its 
turn was the contributing cause of 
further difficulties. 


Elsewhere the present writer has dis 
cussed the decade of the °20’s and the 
fact that it was a period of progressive 
inflation. Because of their ability to 
originate purchasing power, it was pos 
sible for the banks to acquire more in- 
vestment type assets than was warranted 
by the savings at their disposal. This 
was done by discounting notes and 
creating demand deposits on the basis 
of securities or real estate in amounts 
which, together with other investments, 
greatly exceeded the time deposits avail- 
able to the banking system. The stream 
of purchasing power flowing to market 
became swollen thereby so that it over 
balanced the parallel flow of goods, thus 
making possible the temporary mainte: 
nance of abnormal prices, wages and 
profits. 


FUNDS OF DEPOSITORS JEOPARDIZED 


This situation was not only an abuse 
of the commercial banking function 
which resulted in inflation, distortion of 
business, serious maladjustments and 
ultimate collapse. It also encouraged 
overvaluation of investment type assets 
during boom times and _ consequent 
danger that the value of assets would be 
less than liabilities when more normal 
conditions prevailed. Funds of savings 
depositors as well as the banking busi- 
ness itself were thereby placed in 
jeopardy. As is now quite apparent, 
the final outcome was an inability of 
the banking system to perform either 
of its primary functions satisfactorily. 

A period of inflation is an era of easy 
money, easy to borrow, easy to make 
profits, and easy in terms of interest 
tates (during the earlier stages espe’ 
cially). Under such conditions, the 
cautious, conservative individual who 
has a broad background of financial ex: 
perience operates under a handicap. In 
the “new era” success came to the 
young man who didn’t know enough to 
be afraid, who was willing to take big 
chances and who had no sad experiences 
to guide him. The old fogies didn't 
stand a chance. 

The changes which have just been de- 
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scribed and the progressive inflation 
which ended in 1929 were subtle influ- 
ences, operating so gradually and in 
such hidden channels that little atten- 
tion was paid to them. 


MIGHT HAVE BEEN FORESEEN 


Few people had even the faintest no- 
tion that far-reaching alterations in old 
institutional devices were creating new 
problems. For the most part, enthusiasm 
for the profits of the immediate future 
tended to belittle any fears. It was not 
that men formerly honest and cautious 
suddenly became unscrupulous racket- 
eers, prepared to rob the widow and 
orphan. Rather was it the unguided 
development of economic institutions 
which created new circumstances. That 
some men in a population of 120,000,- 
000 would take advantage of them was 
inevitable. And the saddest part of it 


all is that a modicum of intelligent fore- 
thought would have foreseen those in- 
evitable consequences. 

That such is the case can readily be 


established. Would any sane person 
expect even his best friend to be un- 
biased in his investment advice if he 
happened to be a security salesman? 
Does one expect the horse’s owner to 
exhibit the animal’s faults? (In this 
connection, the following sentence taken 
from a letter of instructions to bond 
salesmen is of interest: “If the seller will 
just bear in mind that loyalty and co- 
operation are his most effective tools 
for obtaining profits, he will not be 
overtly concerned about the issues he is 
asked to sell.”) Would even the man 
who does not pretend to fine judgments 
approve of a trustee’s promoting with 
one hand securities for profit which he 
sold to trust funds held in his other 
hand? The record of the past plainly 
shows that trouble always results when 
a man attempts to serve two masters. Is 
It reasonable to expect those engaged 
Primarily in making investments, in 
loaning on mortgages or other security, 
to know the principles of commercial 
banking? Time and again in the past 
disaster has resulted from failure to dif- 
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ferentiate the two primary functions of 
banking. As long ago as the days of 
Adam Smith it was found that circulat- 
ing purchasing media should not be 
issued on the basis of investment type 
assets. (It is immaterial whether these 
purchasing media are in the form of 
bank notes or demand deposits subject 
to check.) 


LOSS OF PUBLIC FAITH 


The spectacular events of the recent 
past, culminating in the nation-wide 
bank moratorium, are of interest in this 
connection but are corroborative in na- 
ture rather than direct evidence of the 
matters already discussed. It is hardly 
news to the banking fraternity that no 
banking system can pay all its demand 
and time depositors in cash. As a mat- 
ter of fact, even with the best banking 
institutions and practices, a “run” such 
as that of late February and early March 
would have had the same result. How- 
ever, it is also true that the loss of pub- 
lic confidence was the outcome of bad 
banking practices and institutions. The 
many thousands of failures due to un- 
sound banking (for the most part fail- 
ure to differentiate between the invest- 
ment and commercial functions) had 
resulted in a gradual extension of hoard- 
ing. If the general public had any faith 
left in its financial leaders, it was rudely 
shattered by the revelations before the 
Senate Committee. Probably of even 
greater influence was the action in 
Michigan, where a moratorium was per’ 
mitted to drag on and on with no effort 
to thaw out demand deposits in order 
that business might function. Perhaps 
it was just as well that the panic spread 
until all the banks of the country were 
involved. At least, the bankers and the 
public have had some practical instruc- 
tion in the fundamentals of banking. 
Happily, the Federal Government re- 
alized the absolute necessity of freeing 
demand deposits as quickly as possible. 
It is of little consequence to business 
that time deposits may be partly frozen 
for several months. 

Just as the circumstances of the late 
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“new era” elevated men like Charles E. 
Mitchell to power, we find the days of 
depression bringing new men to the 
front. Winthrop W. Aldrich, of the 
Chase National Bank, has unqualifiedly 
spoken in favor of altering the condi- 
tions that led to the collapse of 1929. 
Indeed, the requirements of the future 
are plain enough for all to see. 


REQUIREMENTS FOR THE FUTURE 


It is obviously imperative that security 
promotion and salesmanship should be 
separated from the banking functions. 
And the separation must be complete in 
order that there may be no hidden 
strings for the manipulator of high 
finance. Originating new issues and 
selling them to institutions and the pub- 
lic is an honorable business, but it is 
not an honorable business for those en- 
trusted with other people’s money. 

Commercial banking and the right to 
create demand deposits involves the 
origination of the circulating purchas- 
ing media in use. Without doubt, this 


right should be exercised under Federal 


supervision alone. Forty-nine conflict- 
ing and competitive systems will never 
function satisfactorily in the United 
States. Therefore, all commercial banks 
must expect to belong to the Federal 
Reserve System. If the state commer- 
cial banks succeed in blocking the enact- 
ment of statutes which will bring about 
this situation, it seems more than likely 
that the public will settle the question 
by refusing to deal with non-member 
banks (that is, so far as commercial 
banking and checking accounts are con- 
cerned). 

Trust companies, savings banks and 
the savings departments of many other 
banks are all engaged in similar work, 
the investment function. There appears 
to be no sound reason why these institu- 
tions should be forced to operate differ- 
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ently. It is noteworthy that the most 
stable, and apparently the soundest, in- 
stitutions of the banking system are the 
stock and mutual savings banks, espe- 
cially the latter. This is in spite of the 
fact that their assets are largely mort- 
gages on real estate, a type of asset 
easily frozen and difficult to thaw. 

The Federal Reserve Board must be 
made independent of political influence, 
A better understanding of the impor 
tance of preserving balance between in- 
vestment and savings, and realization of 
the fact that commercial credit must not 
be made available for capital uses will 
do much to curtail the excesses of infla- 
tion and resultant difficulties for all con 
cerned. Presumably, an independent 
board will be able to act decisively, espe- 
cially if use is made of some reasonably 
accurate criterion of inflation. (See 
“Cause and Control of the Business 
Cycle,” Financial Publishing Company.) 

It is fairly obvious that the changes 
outlined are coming. It will be a serious 
mistake if either the public or the bank- 
ers fail to insist on these vital altera- 
tions. There will be a tendency, no 
doubt, to regard present troubles as the 
direct result of the actions of the most 
notorious scapegoats, but as a matter of 
fact it would be more reasonable to re- 
gard the scapegoats as the unfortunate 
products of institutional defects which 
should have been guarded against. It is 
the present writer’s considered opinion 
that the bankers’ hopes for the future, 
their chances of regaining an honored 
position in the eyes of their fellows, rest 
squarely on the adequacy of the institu: 
tional changes to be made. Aroused 
public opinion and intelligent leadership 
within the banking fraternity should be 
welcome assistance to that great majority 
of bankers who have all along main 
tained the highest standards of profes 
sional skill and ethics. 





The Banking System of Canada 


By Jackson Dopps 
General Manager, Bank of Montreal 


Canadian banking system is that 

it consists of a comparatively 
few banks of large capital, with 
branches thoughout the Dominion. 

For a time after the confederation 
of the Eastern and Central Provinces 
in 1867—a confederation subsequently 
extended into a continent-wide Domin- 
ion—there were experiments in the way 
of establishing local banks, but these 
gradually disappeared, either through 
lack of success or by absorption, the 


A DISTINCTIVE feature of the 


not created by lawyers and statesmen 
to meet the fiscal needs of the govern- 
ment. As a matter of fact, the system, 
in its broad outlines, antedates the 
Canadian Confederation by exactly half 
a century. Thus, when the Dominion 
of Canada came into being in 1867, 
it found a banking system entirely ade- 
quate to the needs of the country in 
operation in the two central provinces 
of Quebec and Ontario, then, as now, 
the most important provinces in the 
matter of trade and commerce in British 


The strength of the Canadian banking system has been clearly 
demonstrated in the depression which caused such economic up- 
heavals in the latter part of 1929 and in the years following. 


During the past ten years there has been no bank failure in 
Canada, and at no time has the strength of the country’s banking 
structure been in question. 


passing of the years serving but to 
emphasize the superiority of the branch 
system initiated in Canada by the 
Bank of Montreal immediately after its 
establishment in 1817. At one time 
there were as many as thirty-seven 
banks in Canada, many of them more 
or less local in scope. Today there 
are ten banks, the branches of which 
number about 3800 scattered through- 
out the Dominion. These branches 
afford in every city and town, and in 
many villages, the same facilities as are 
enjoyed in the largest commercial com- 
munity. As every branch has behind 
it the full resources of the parent insti- 
tution, depositors are protected from 
loss through adverse conditions in any 
one locality. 

The Canadian banking system was 


North America. Immediately after Con- 
federation the banks in these two pro- 
vinces began to spread their branches 
to all parts of the newly-founded Do- 
minion, and banks formerly serving 
exclusively what are now known as 
the Maritime Provinces, i.e, New 
Brunswick, Nova Scotia and Prince 
Edward Island, followed suit. 

The first permanent bank in Canada 
was the Bank of Montreal, established 
in 1817 in the city whose name it 
bears. It is interesting to note that 
fifty years later, when Confederation 
took place, this bank had approximately 
one-fourth of the total paid-up banking 
capital of Quebec and Ontario and 
more than a fourth of the banking 
assets of these two provinces, and that 
today it has the same proportion of 
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the greatly enlarged capital and assets 
of the banking structure of the entire 
Dominion. 


ENVIRONMENT WHICH PRODUCED IT 


To understand the banking structure 
of Canada it is necessary to study the 
environment by which it has been 
produced. Prior to establishment of 
the Bank of Montreal there had been 
no organized system of finance in 
Canada. The Colony consisted only of 
those portions of the Dominion now 
known as Quebec and Ontario, the 
sparse population being confined largely 
to settlements along the valley of the 
St. Lawrence and being dependent in 
the main on the fur and lumber trades. 
As there was no domestic currency, 
foreign coinage of ever-varying ex- 
change value was in use, and much 
of the business was done by barter. 
The services of an organized bank in 
the chief commercial center came as 
a welcome relief, especially as the bank 
issued its own currency, both in the 
form of bank bills and in coins or 
tokens. Although, of course, all the 
coinage of Canada is now issued by 
the state, it is interesting to observe 
that the principal currency of Canada 
down to the present day has remained 
in the form of bank notes, the banks 
being allowed to issue notes of the 
denominations of five dollars and mul- 
tiples thereof, the Dominion govern- 
ment issuing notes in denominations of 
one, two and five dollars and of fifty 
dollars and upwards 

Within one year from its inception, 
the bank began to open agencies, which 
later became branches, in outlying 
centers, despite the fact that transporta- 
tion and communication were slow and 
hazardous in those days—travel being 
mainly via the St. Lawrence and 
tributory waterways in the summer 
and by stage sleighs over snow roads 
in the winter. The bank thereafter 
pursued a vigorous policy of extension, 
establishing branches at the chief trad- 
ing posts in both Upper and Lower 


Canada, as Ontario and Quebec were 
then called, and bringing to the relief 
of traders and settlers throughout the 
Colony the inestimable benefits of or- 
ganized finance and stable currency, 

In due course other banks were 
established, these following the same 
general practices. In its broad outline 
the banking plan embodied fundamental 
principles of banking institutions in 
Great Britain, and more particularly 
of the Scottish institutions, which had 
long had the branch system in opera 
tion. Features inapplicable to Canada 
were gradually deleted, and the system 
was modified or enlarged to meet 
changing financial and trade conditions, 
the greater area of operations and the 
needs of the community. 

The policy thus initiated in early 
colonial days is now reflected in “The 
Bank Act” of Canada which constitutes 
the charter and governs the operations 
of the individual banks. This act is 
subject to a decennial review by Parlia- 
ment. 

One condition of Confederation which 
was naturally exacted by the Prairie 
Provinces and British Columbia was 
that all the provinces would be united 
by means of transportation facilities. 
Here the advantages of powerful banks 
of a nation-wide character became 
notably apparent, the Bank of Montreal 
being of particular assistance in the 
financing of the Canadian Pacific Rail 
way, the first transcontinental railway, 
the successful completion of which con- 
tributed more than any other under- 
taking to the settlement and develop- 
ment of Canada’s vast western areas. 
Coincident with the building of this 
railway was the extension of branch 
banks into the new settlements, thus 
providing the capital necessary for 
enterprise and giving all the benefits 
of a solid banking system independent 
of local or temporary vicissitudes. 


REAL ESTATE LOANS PROHIBITED 


Under the provisions of the Bank 
Act banks are prohibited from lending 
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money on real estate or on the security 
of real estate mortgage. This militates 
against unwise speculation in land 
values and against undue inflation of 
land values, and at the same time it 
guards against the capital of the coun- 
try being tied up in assets that are 
not always readily realizable. A bank 
may acquire real estate for its own 
use, and may hold and dispose of realty 
to secure a pre-existing debt, or may 
purchase under execution, et cetera, 
real estate of a debtor, but not other- 
wise, nor may any bank having acquired 
property for other than its own use 
hold it for more than seven years, with 
a possible extension of five years by 
government consent. This provision in 
the Canadian Bank Act was patterned 
after early United States legislation 
enacted to arrest the tremendous wave 
of speculation in land which followed 
the close of the Revolution in 1783, 
and which had resulted in banking 
capital being hopelessly tied up in real 
estate. It may be mentioned that the 
original charter of the Bank of Mon- 


treal itself was modelled upon the 
provisions for a national bank pre- 
pared by Alexander Hamilton, Secre- 


tary of the Treasury in Washington’s 
first Cabinet. 


BRANCH SYSTEM AN AID TO NATIONAL 
DEVELOPMENT 


It should not be overlooked that 
this young country, with its vast area 
and scattered population, has relatively 
small accumulated capital. Were it 
not for the Dominion-wide branch 
banking system, this capital could not 
by any manner of means be made so 
potent in the national development as 
it actually is. Through the branch 
banking system it is given quite unusual 
fluidity, for it is made to serve the 
legitimate needs of every industry 
throughout the country, irrespective of 
locality, as seasons and conditions de- 
mand. The system in force enables the 
banks to gather up deposits where there 
1s a surplus and move the money about 
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the country as and where it is required 
for financing various branches of trade. 
As examples, in the autumn the flow 
of money is easily directed to the west 
to finance the transportation and mar- 
keting of the crops, and then as de- 
mand falls off in the west there is a 
return flow to the east to finance indus- 
try and commerce as these are quickened 
by the money put into circulation by 
crop sales. 

While the branch system affords this 
facility and enables the banks to pay 
depositors a rate of interest which satis- 
fies them, it also permits the banks to 
advance money for business purposes 
at a more moderate and uniform rate 
than would be the case had each 
branch the overhead of an individual 
institution. The rate of interest charged 
on loans varies little at any time, or 
as between different parts of the Do- 
minion, the difference seldom exceed- 
ing more than 2 per cent. in the rates 
paid by the merchant in some remote 
Atlantic or Pacific fishing village, by 
the manufacturer or wholesaler in a 
commercial center, by the lumberman, 
the miner, the farmer in the Prairie 
Provinces, or the fur trader within the 
Arctic circle. 


AN ELASTIC CURRENCY 


The feature already referred to by 
which the banks may issue notes of the 
denominations of five dollars and multi- 
ples thereof has the advantage of mak- 
ing the currency system of the country 
elastic, automatically expanding by issue 
or contracting by daily redemption 
through clearing-houses according to the 
demands of trade and variations of the 
seasons. It further enables each bank 
to maintain a reserve supply of its own 
notes at each branch against sudden 
demand, these notes constituting no 
liability unless issued. The notes are 
amply protected. They constitute a 
prior lien against the total assets of a 
bank and against further liability on 
the part of the shareholders in the 
event of failure of the bank up to an 
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amount equal to the par value of the 
shares held by them, in addition to 
any amount not paid up on the shares. 
In addition, the notes are further pro- 
tected by the bank circulation redemp- 
tion fund, into which each bank is 
compelled by Jaw to deposit with the 
government an amount equal to 5 per 
cent. of its average circulation, this 
fund constituting a common insurance. 
The effect is to put the redemption 
fund behind the notes of any bank 
that might be obliged to suspend pay- 
ment. A noteholder could walk into 
any bank in Canada and exchange the 
note of a failed institution for the note 
of a solvent institution, if he so desired, 
or he could keep the note and collect 
5 per cent. interest thereon until the 
day fixed for redemption. The banks 
may issue notes to the extent of their 
paid-up capital and during the crop- 
moving season are allowed to issue 
notes in excess of their capital to an 
extent not exceeding 15 per cent. of 
their combined paid-up capital and re- 
serve fund, and on such excess they 


pay 5 per cent. per annum to the 


government. This provision facilitates 
the prompt conversion of the crops into 
money, and at the same time benefits 
the Dominion treasury. Also, the 
banks may issue their own notes, free 
of interest charge, to the equivalent of 
deposits made by them in the central 
gold reserves of gold and Dominion 
notes. The gold and Dominion notes 
so deposited are held by the trustees 
as security for the equivalent amount 
of the bank’s notes outstanding in the 
hands of the public. 

During the Great War, the govern- 
ment passed what is called “The 
Finance Act” enabling the banks to 
borrow legal tender notes, i. e., Do- 
minion of Canada notes, from the gov- 
ernment against approved securities, 
the rate of interest being subject to 
revision from time to time with chang- 
ing conditions. This established what 
virtually serves as a bank of rediscount, 
and the results proved so satisfactory 
that the procedure has now become an 


important feature of the Canadian 
banking system. 

Daily settlements between the Cana- 
dian banks at all points are brought to 
a focus in what is known as the cen 
tral clearing fund. At outlying points 
settlements are made by means of draw- 
ings upon Montreal, Toronto, Winni- 
peg or Vancouver, the clearing-houses 
at these four points daily reporting by 
telegraph to the custodian of the cen- 
tral clearing fund in Montreal the set- 
tlements due to or by the individual 
member banks. With this custodian 
each bank has placed on deposit a 
supply of Dominion of Canada notes, 
from which may be withdrawn, or to 
which may be added, the net settlement 
of that bank. In this manner the set- 
tlements of the entire 3800 branches are 
made in Montreal, thus avoiding the 
tisk and expense of shipping govern: 
ment notes to the branches and making 
settlements locally. 


CHARACTER AS A BASIS FOR LOANS 


One tradition of Scottish banking 
that has been steadily followed is the 
lending of money not upon securities 
only but upon character. If there is 
confidence in the business ability, 
coupled with belief in the integrity of 
the applicant, Canadian banks have 
always been ready to make reasonable 
advances, provided the borrower pos 
sesses a surplus of liquid assets over 
floating liabilities. In this connection 
the provision of the Canadian Bank 
Act, by which banks are enabled to 
loan on warehouse receipts or on kin: 
dred security on goods in the borrower's 
possession, has assisted to an_ incalcu 
lable extent in the development of the 
trade of the country. A bank may not 
only lend to individuals against hypothe 
cation of warehouse receipts and bills 
of lading, representing goods, wares 
and merchandise in the possession of a 
third person, but may advance to 
wholesalers of primary products of 
agriculture, mining, lumbering, et cetera, 
upon these products and to manufac’ 
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turers on the materials procured for 
manufacture, against their own receipt 
therefor, such receipts vesting prior 
rights in the bank from the date of the 
acquisition; in other words, the bank 
acquires a direct lien upon the security 
represented by the receipts as against 
other creditors, although, of course, 
such cannot be taken to secure pre-exist- 
ing debts. This feature enables a bank 
with confidence in the probity, ability 
and energy of a customer to advance to 
an extent which would never be enter- 
tained otherwise, and a borrower is in 
turn enabled to carry on a business on 
a larger scale than would be possible 
under other circumstances, at the same 
time enjoying the convenience of having 
his goods in his possession instead of 
in the custody of a warehouseman. In 
the case of manufacturers, the security 
follows the goods through the processes 
of manufacture and extends to the 
finished article. 


ESTABLISHMENT OF FOREIGN BRANCHES 


Canadian banks have done much to 
facilitate the foreign trade of the coun- 
try by establishing branches in many 
other countries, including branches in 
London, Paris and Barcelona; New 
York, Boston, Chicago, San Francisco 
and other cities in the United States; 
in Newfoundland, Cuba, the West 
Indies, Mexico, and in many South 
American countries. The criticism is 
sometimes made that Canadian banks, 
by their foreign branches, take money 
out of the country and lend it abroad 
to the detriment of Canada. This is 
not the case; foreign branches lend the 
money they receive on deposit, except 
in New York and London, where a 
proportion of reserve funds is loaned 
on call. These funds would otherwise 
have to be carried in cash in the bank’s 
vaults at home, as there is no money 
market in Canada. It is true that often 
low interest rates are on the average 
received for such funds, but they are 
better than nothing, at all, and the 
ability to get the money on demand 
Whenever required is an important fac- 
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tor in stabilizing conditions in Canada. 
Experience has proved that it is the 
part of wisdom to have as a sheet 
anchor of the system call money abroad. 


STRENGTH OF THE BANKS 
The strength of the Canadian bank- 


ing system was clearly demonstrated 
during the war, when it proved equal 
to all emergencies. It has been, per- 
haps, even more clearly demonstrated 
in the depression which caused such 
economic upheavals in the latter part 
of 1929 and in the years following. 
During the past ten years there has 
been no bank failure in Canada, and 
at no time has the strength of the 
country’s banking structure been in 
question. 

Banking in Canada has grown up 
under the fostering care of experienced 
bankers and is distinctly a profession 
in the Dominion, for general managers 
and managers of branches have almost 
invariably been engaged in it since their 
early youth. This training and experi- 
ence make for the greater safety of 
depositors. 

The shareholders of a Canadian bank 
elect from their number a board of 
directors composed of men of high 
standing who have been successful in 
their own affairs and whose judgment 
and experience, gained in practically 
all branches of business, will be of value 
to the bank. The directors in turn 
elect from amongst themselves a presi- 
dent, and one or more vice-presidents. 
As a rule the general manager is the 
chief executive officer. He is supported 
by several assistant general managers, 
under whom are superintendents cen- 
trally located in the respective districts 
which they supervise. The branches are 
in charge of managers who are fully 
informed regarding local conditions and 
the standing of individuals, either 
through long residence or from records 
which each manager carefully builds 
up for his own use or, in case of his 
promotion to a larger branch, for the 
information of his successor. The cleri- 
cal staff and routine of an office are 
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supervised by the accountant under the 
direction of the manager. 

In the case of the Bank of Montreal, 
loans applied for by customers are in 
over ninety per cent. of the cases with- 
in the branch manager's authorized 
discretionary limit and are dealt with 
immediately. If the amount is in ex- 
cess of the manager's discretionary 
limit, the application and relative data 
are referred by letter or telegram, with 
his recommendation, to the district 
superintendent, whose decision is com- 
municated promptly. In the compara- 
tively few cases where the sum involved 
exceeds the superintendent's  discre- 
tionary limit, the application is directed 
to the assistant general manager over 
the geographic division, the superin- 
tendent also sending his recommenda- 
tion; and in the still fewer instances 
where the assistant general manager's 
limit is exceeded, the application, sup- 
ported by the superintendent’s and as- 
sistant general manager's recommenda: 
tion, is directed to the general manager, 
who gives the decision. Exceptionally 
large transactions and seasonal or yearly 
credits are passed upon by the board. 
The directors meet twice weekly and 
are kept informed of the bank’s gen 
eral business. 

Details of all transactions are re- 
ported to superintendents, particulars 
of the larger ones being passed on to 
the assistant general managers or gen- 
eral manager. Periodical lists of out- 
standing loans, with full reports on 
borrowers, are forwarded to the super- 
intendents; and similar lists covering 
the larger accounts are sent to the as- 
sistant general managers and general 
manager, who are also kept informed of 
activities, commodity prices and condi- 
tions throughout the country by 
monthly or semimonthly letters from 
branch managers. 

In addition to the general manager, 
assistant general managers and their 
specially trained credit officers, there 
are stationed at the head office the sec- 
retary, chief accountant and the man- 
agers of various departments such as 


staff, foreign exchange, securities, for- 
eign relations, business development, 
special debts, bank premises, et cetera, 

The chief inspector is also at the 
head office and maintains a running 
audit of the consolidated bookkeeping 
of the bank. He has under him a 
corps of inspectors who operate through: 
out the country. Each branch is in 
spected at least once a year, when the 
books are audited and a detailed report 
made on individual loans. The inspec: 
tors’ reports are directed to the general 
manager and are placed before the 
board. 

The Bank Act in addition provides 
that the shareholders appoint at each 
annual meeting two approved chartered 
accountants who shall maintain a gen- 
eral audit of the bank’s affairs and re- 
port to the shareholders at their next 
annual meeting. 

The Bank Act also provides for the 
appointment by the government of an 
Inspector General of Banks, who has 
access to the records of all the char 
tered banks. 

Summing up, it may be said that the 
aim on the part of the bankers of 
Canada to adapt themselves to the re 
quirements of the people, with the wise 
co-operation of the government, has 
not only accrued to the advantage of 
the banks, but has been a potent fac 
tor in the development of the country, 
its trade, commerce, resources and finan: 
cial ability, and, in natural sequence, in 
its national credit abroad. There have 
been bank failures in Canada in the 
past, but they resulted not from de 
fects of the system, but from the falli- 
bility of individuals, against which no 
government or institution can devise 
completely effective safeguards. It may 
further be said of the comparatively 
few failures which have occurred in 
Canada during the past quarter of a 
century that they have been confined 
to banks of relative unimportance as 
regards standing or size, and that in no 
case have the noteholders suffered loss, 
while depositors have lost little—in fact, 
not one dollar during the past ten years. 





The Readjustment Period 
How It Is Affecting Our Banks 


By WiLiiam B. CuDLIP 
General Counsel, Michigan Bankers Association 


This article was written in January of this year, and so discusses the situation only up 


to the crisis precipitated by the Michigan 


this time is that of the period of 
readjustment through which we 
have been and are now passing, and its 
relationship to American banking, for 
there are forces now in motion affecting 
the banking structure of our nation. 
The topic is of very broad scope and to 
accomplish even little in a short space 
of time one must paint with wide 
sweeps of the brush and in very basic 
color tones. Generally, it consists of a 
recitation of the many events which oc- 
curred in the wake of the world-wide 
collapse beginning in 1929, and a dis- 
cussion of their relationship to our 
banking system. This last mentioned 
area of discussion encompasses a theme 
which is shot through with varied 
opinions, theories and ideas of bankers, 
economists and laymen alike. Anyone 
who has given careful thought to the 
subject must at the outset admit at least 
two things: First, that any attempt to 
discuss it is in many respects premature; 
and second, that many of the conclu- 
sions or opinions stated in such a dis- 
cussion are rendered with a feeling of 
a certain amount of skepticism. 
However, it cannot be denied that the 
exploration of the facts involved and 
the resultant problems is both fascinat- 
ing and interesting. It seems to me that 
at this particular time there is nothing 
more thought provoking, and more im- 
portant to students of banking and 
people in general than an appraisal and 
consideration at long range of the pres- 
ent and future position of our financial 
Institutions in light of the experiences 
Which have been visited upon us since 
the fall of 1929—experiences which 
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disturbance of the next month.—EpITor. 


have profoundly touched our banking 
structure, every individual and every 
institution the world over. 

The importance of such an inquiry is 
obvious. Institutions like men always 
are affected deeply by the imprints left 
after any sort of widespread upheaval. 
These imprints are the consequences of 
an accumulation of the events that 
transpire during the period of that up- 
heaval. Therefore, it becomes impor- 
tant to review those events and to seek 
to determine what change of course, if 
any, is being charted for the future. 
Because of the vital part played by 
banking in the entire scope of the life 
of any nation, anything that might 
affect it is of enormous interest to every- 
one. Banks hold the surplus money and 
credit of the world. They are the 
nerve centers of our material life. In 
a very broad and real sense they influ- 
ence the economic and social pattern of 
the country perhaps more than any 
other one thing. They are indispensable 
instruments to any society wishing to be 
prosperous. 


HISTORY OF AMERICAN BANKING 


To gain a true perspective of the 
course of events happening after 1929 
and their significance, it is necessary to 
trace briefly the economic and political 
history of American banking and to set 
forth in a general way the banking 
situation as it existed immediately prior 
to the advent of the world crisis. 

The development of our banking sys- 
tem was influenced as much by political 
considerations as by economic laws. 
During the early history of the colonies 
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private banking was carried on by those 
with surplus funds—the merchants and 
landed people living on the eastern sea- 
board. No organized banking facilities 
existed. There was no uniform cur- 
rency in use. The colonies were sepa- 
rate governmental units and generally 
speaking banking was not controlled by 
the colonial laws and decrees. Even 
after the colonies had confederated for 
the purpose of common defense, no im- 
provement was apparent. There was 
no centralization of banking resources 
You will remember the difficulties en- 
countered by Robert Morris and other 
leading financiers of that time in their 
efforts to raise money from private 
sources to finance the Revolutionary 
War. 

However, soon after the adoption of 
the Constitution and the formation of 
the republic, some of the leaders, includ- 
ing Alexander Hamilton, realized that 
no nation could properly begin its tasks 
without an orderly banking system. 
There was then created the first Bank 
of the United States. The constitution- 
ality of the act of creation was chal- 
lenged by those interested in preserving 
the privileges of banking to the constitu- 
ent states. The act was upheld. That 
decision was the beginning of an issue 
between the central government and the 
states that later was to cause grave dis- 
putes and to be prominent in many of 
the early national political campaigns. 
It was symbolic of the debate concern- 
ing two philosophies of government 
which has endured to the present time. 

The first state bank was created by 
the legislature of Pennsylvania. It was 
located in Philadelphia. Thereafter 
state banking laws were passed in all of 
the then existing states and by those 
later admitted to the Union. The first 
Bank of the United States was followed 
by the second, which met its end after 
a fiery political debate during the ad- 
ministration of President Jackson. There 
was to be no further advent of the na- 
tional Government into banking until 
1863. Meanwhile, state banks and also 
private banks, the latter existing in both 
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the states and territories, grew and 
spread like a prairie fire. Literally 
thousands of them were created. Their 
sins were many and their activities gave 
rise to the panic of 1837, which was 
characterized by financial looseness and 
land speculation. Our loosely organ- 
ized banking system and practices also 
helped to bring about subsequent 
economic ‘disturbances in our history 
prior to the present one. Regulatory 
measures did not approach any sort of 
effectiveness until the last part of the 
nineteenth century. 


NATIONAL BANKS CREATED 


In 1863 the Federal Government 
passed the National Bank Act, mainly 
for the purpose of obtaining a system 
of banks upon which the Government 
could rely to help in the financial opera- 
tions required to carry on the Civil 
War. Since then, we have always had 


national banks and the resultant com- 
petition between banks created by the 


national Government and those created 
by the states. There has since been a 
constant feud between the two systems. 
For a while national charters carried 
more advantages and were more desired 
than state charters. Not to be outdone, 
the states from time to time changed 
their respective laws and the national 
Government retaliated. There was and 
is a constant see-saw program, the mo- 
tive being to attract banks to one system 
or the other. For some time now there 
have been fifty sets of laws regulating 
the banking of our country, which is 
one so far as commerce and trade is 
concerned. This situation flows natu 
rally from our political system. 

It is not difficult to perceive that over 
a period of time there has been created 
a system, absolutely wanting in primary 
direction, in centralization of resources 
and in general unification. The panic 
of 1907 brought this to light in a very 
forcible way. That was a money panic, 
caused by the inelasticity of currency, 
the inability to centralize surplus bank 
funds, and the lack of a central banking 
policy. To some extent this situation 
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was remedied by the passage of the Fed- 
eral Reserve Act in 1913; but even to- 
day our banking system is not co-ordi- 
nated, except by the Federal Reserve 
Bank System, the use of correspondent 
banks in the larger centers, and mem- 
bership in local or regional clearing- 
house associations. A more _ unified 
system of some kind would mean that 
country banks, being those banks out- 
side of the large centers, would be able 
to command the services of more experi- 
enced managers; would have some 
share of the commercial and other loans 
created in those centers, thereby obtain- 
ing a diversity in their loan and invest- 
ment portfolios, and would have outside 
support at a time of panic or distress. 

Such, in brief, are the historical 
aspects of the formation of our banking 
system as it existed at the time of the 
depression in 1921. With some idea of 
the banking structure at that time, and 
the reasons therefor, let us examine a 
little more specifically the structural 
trend in the banking world from 1921 
to 1929, which were the years immedi- 
ately preceding the world crash. To 
that time, the system functioned, even 
though imperfectly. In imperfection it 
was not alone, and I do not mean to say 
that the banking system in that respect 
was any different than other segments 
of our economic fabric. 


WIDE CHANGES CAUSED BY WAR 


This period was, of course, that which 
followed the World War—the costliest, 
most disrupting and most involving con- 
flict ever staged between nations. The 
dislocations caused by that war virtually 
changed the economic structure of the 
world, and some of the changes in bank- 
ing practice during this period were di- 
rectly and indirectly the result of it. 
The banking system in 1921 was com- 
posed of about 30,000 separate inde- 
pendent national and state banks, most 
of which were located in the smaller 
communities. They were a related group 
only in so far as the existence of the 
Federal Reserve System, clearing-house 
associations, the system of correspondent 


banking and group, chain or branch 
banking brought them together. During 
this ten-year period there occurred many 
structural changes which were moti- 
vated by a desire to weld the banks of 
the country into a system that would 
harmonize with actual business condi- 
tions. The changes were further im- 
pelled by an earnest desire to strengthen 
the weaker banks. All during this 
period too many banks were failing 
each year. In the ten years preceding 
the World War there were only 714 
bank failures in the United States. Dur- 
ing the war period 457 banks failed. 
From 1921 to 1929, 5642 banks failed 
in this country. These failures elimi- 
nated many of the marginal institutions. 

One of these changes was the unprec- 
edented number of bank mergers and 
consolidations. It was during this period 
that the state and national legislatures 
enacted laws widening the scope of 
branch banking, which were followed 
by a large increase in the number of 
banks engaged in branch banking. It 
was during this period that group and 
chain banking took its longest strides. 
The trend was towards a practical if 
not a legal centralization of banking re- 
sources. All these forces operated to 
reduce the number of banks in the na- 
tion from approximately 30,000 in 1921 
to approximately 20,000 in 1929. 
Economic laws prompted the changes 
just described. That their momentum 
was not greater is due to the statutes 
which are designed to preserve the unit 
bank system. So much for the develop- 
ment of the structure of the system to 
1929. 

Just as far-reaching and significant as 
the structural changes during this period 
were the functional changes. The 
change which in my judgment looms 
more important than others was the 
steady decline in commercial loans by 
banks and the complementary increase 
in loans on fixed assets. In 1921 ap- 
proximately 50 per cent. of our banking 
resources were employed in making 
commercial loans—self-liquidating trans- 
actions. The percentage of such loans 
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to the total had been slowly declining to 
this time. The percentage dropped 
steadily to 1929, when it stood at ap- 
proximately 30 per cent. What caused 
this change and resultant decrease in 
liquidity of bank assets? Perhaps the 
primary cause was the tremendous in- 
crease in the percentage of business con- 
ducted by large corporations. To a 
greater extent than ever before, large 
corporations were taking over the na- 
tion’s business. These corporations 
when in need of funds obtained their 
capital from the sale of securities—not 
from commercial bankers. If the bank- 
ers ultimately made the loans they did 
so indirectly, by lending to customers 
who pledged the securities of the cor- 
porations as collateral. This practice, 
of course, meant that the primary re- 
sponsibility to liquidate the loan did not 
rest upon the corporation, but rather 
upon the customer. Further, under 


these circumstances, the banks could not 
exercise a direct control over the credit 
extended to these corporations. 


This 
practice, which still persists, resulted in 
the decrease in liquidity of assets of all 
types of banks. Bankers were neces- 
sarily employing more and more of their 
resources in capital loans—in real estate 
mortgages and loans secured by stocks, 
bonds and other securities. As never 
before the banker was placed in a posi- 
tion where he was directly affected by 
the course of the security markets. In 
many cases this new force, as we shall 
see later, produced disastrous conse- 
quences. As respects these loans the 
banker's assurance of repayment 
changed from the success of a self- 
liquidating commercial transaction to 
the course of the exchange prices for his 
collateral. Figuratively speaking, such 
loans were no longer local but national 
and even international in scope. The 
value of the collateral was directly af- 
fected by world disturbances, the whims 
of traders, the presence or lack of pub- 
lic confidence and the like. We must 
also remember that the absorption of 
small businesses by corporations resulted 
in one rather than several customers ap- 
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plying for credit and then usually at a 
metropolitan bank. For the smaller 
banks this meant a decrease of com- 
mercial borrowings and an increase in 
loans similar to those just described. 
Other factors tending to decrease 
liquidity as the term is used in the 
profession were the rise of installment 
buying and the financing of the great 
real estate boom during this period. 
With lessened opportunities to make 
commercial loans, bankers avidly in- 
vested in installment financing paper, 
mortgages and mortgage bonds. The 
bankers had no control over the matter. 
Banks do not lead in the changes of our 
economic development. They follow. 
They were forced to take available loans 
to meet expenses or else cease opera- 
tions. The economic pattern of the 
country was changing. 


PLIGHT OF THE COUNTRY BANKER 


In addition to the foregoing, the 
country banker suffered even more as a 
result of pronounced and far-reaching 
changes in rural life. The increased 
mortgage indebtedness incurred by the 
farmers during the World War meant 
that they couldn’t pay their other debts 
with the usual speed. They had only so 
much money and they were too far in 
debt to repay all indebtedness with any 
regularity. Also, installment purchases 
of farm machinery were handled by 
finance corporations rather than by 
banks. The system of Federal agricul- 
tural banking created by the national 
Government for the benefit of the farmer 
deprived the rural banks of the patron: 
age of their former customers. The 
ease with which the rural population 
could communicate with the nearby 
cities, as a result of good roads, auto- 
mobiles and telephones, caused a further 
loss of business which went to banks in 
larger centers. The banks in smaller 
cities and villages were also affected di- 
rectly by a migration of population to 
the larger centers to participate in the 
industrial boom, and by the increase in 
the mail order and chain store businesses 
which indirectly deprived them of bank 
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ing opportunities. In short, revolution- 
ary economic developments profoundly 
affected banks, big and small, and 
caused a decrease in their liquidity; and 
in the case of many smaller banks, a de- 
crease in their resources through loss of 
patronage. 

Another important change in the 
function of banks during this period 
was the shift from demand to time de- 
posits. Ofttimes these shifts were not 
real or substantial, but represented a 
mere labeling of funds irrespective of 
their true character. Some bankers en- 
couraged this for the reason that under 
existing laws they did not have to keep 
as high a reserve against time deposits 
as against demand deposits. This was 
true under both national and state laws. 
Such a practice enabled banks to extend 
more credit and for reasons above 


stated, the loans made for the most part 
were secured by collateral of a fixed 
character. 

The amount of loans and thus credit 
available from the banks was also aug- 


mented by the vast flow of gold into 
this country during the decade follow- 
ing the War. This increase of gold, 
along with the increase in Federal Re- 
serve credit, meant a vast expansion of 
loans by banks, also based largely on 
collateral which was not of a self-liqui- 
dating character. Such, in short, is the 
story of the functional changes which 
took place within the banking system 
from 1921 to 1929. Its main character- 
istics were increasing lack of liquidity 
of bank assets and the susceptibility of 
banks to change in values of investments 
and collateral securities over which 
bankers had no direct control. 


EVENTS SINCE 1929 


Having now reviewed the situation 
generally and specifically we are at the 
threshold of the fall of 1929, which 
ushered in the period of readjustment 
in the midst of which we still find our- 
selves. Let us turn to a consideration 
of the happenings in the banking world 
from then to now, with some under- 
standing of the historical and economic 
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background of banking in this country. 
It will be seen that this background 
bears very definitely upon subsequent 
events and their relationship to our 
financial institutions. 

Before one can appreciate fully the 
changed conditions in the world of 
banking since 1929, he must understand 
in a general way the events which led 
up to the unleashing of those tremen- 
dously powerful forces which made their 
impact upon the world at that time. 
In discussing the banking situation after 
1929, we must assume the existence of 
a world-wide economic depression. 
Whether conditions would have been 
different and in what way had the de- 
pression not occurred is an academic 
question—not a practical one. A panic 
did occur. What were its causes? The 
debate over that question is endless. 
The forces making for the condition 
were so complex that it is only now that 
they are being appreciated and properly 
evaluated. Probably it will be some 
time in the future before a well con- 
sidered treatise on the subject is given 
the more or less general approval of 
those who are competent to pass upon 
the matter. We are not here concerned 
with the details of that subject, but with 
some of its phases which have a direct 
bearing upon the problems under con- 
sideration. 

In my opinion, the causes of the de- 
pression did not originate in this land 
alone. They were of world-wide origin 
and were rooted in the great World 
War. The various forces planted at 
that time broke the bands that held 
them in restraint for fifteen years and 
flowered in relentless fashion into the 
greatest economic crisis the world has 
ever known. Upon reflection, we should 
not regard this happening as being un- 
usual under the existing circumstances. 
That war was the deadliest and costliest 
ever waged. Tens of billions of wealth 
were destroyed in the conflict—and de- 
struction is the direct antithesis of pro- 
duction. Wealth was poured out in 
unending fashion and wasted. Nations 
loaned money to each other as never 
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before. The reserves of the world were 
transformed into military uniforms, 
trenches, shot, shell, tanks, aircraft and 
many other things which were com- 
pletely destroyed, or, if not destroyed, 
possessed no utility thereafter to a 
peaceful world engaged in commercial 
pursuits. The blood of over thirteen 
millions of people was spilled at that 
time. You cannot dissipate wealth and 
lives on such a scale and not eventually 
have to pay the piper. The economic 
life of the world was completely dislo- 
cated under the stress of battle. Na- 
tional hates were renewed or newly 
aroused. The map of the world was 
changed. The repercussions could be 
nothing else than great when, after some 
delay, they finally occurred. 


CREDITOR NATIONS PILED UP GOLD 


These repercussions were to manifest 
themselves in many ways. The Allies, 


as a result of the Treaty of Versailles, 
obtained from the vanquished nations a 


promise to pay $65,000,000,000 in gold 
for reparations over a period of time. 
Many foreign nations were heavily in- 
debted to each other and to the United 
States. The total amount of interna- 
tional debts exceeded by many times the 
amount of the world’s total supply of 
gold. In order to assist the defeated na- 
tions in building and rebuilding their 
commerce and their agriculture, so that 
they might pay the reparations bill and 
their other debts, other biilions were 
loaned to them by America and other 
countries. With these new loans in- 
dustrial plants of a very efficient nature 
were built. Monetary systems and 
foreign exchanges were stabilized. Trade 
was stimulated in spite of the forces 
then working for trade restriction. 
Foreign budgets were balanced and war 
debt installments paid. Foreign nations 
could only pay these debts in gold, 
services or goods. There was not suff- 
cient gold. The demand for services 
was not great enough to be important. 
The only alternative was payment of 
the debts in goods. There began flow- 


ing to the shores of other nations the 
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cheap, well made products of Germany 
and her allies. This country was the 
biggest customer. We increased our 
productivity and greatly increased our 
export trade for which we were largely 
paid with our own capital. The bor- 
rowing nations were going deeper in 
debt as the process continued, and the 
creditor nations were piling up gold and 
credit claims. The production and trade 
balance of the nations of the world was 
not keeping pace with this shift of gold 
and promissory notes. Then, when the 
ice appeared to be getting quite thin, 
creditor nations refused to loan and, as 
fast as possible, withdrew their money, 
much of which was represented by short 
time loans, which made the process of 
withdrawal easier. 

It was like pulling a boy on a sled up 
a steep hill and then, when the top was 
in sight, letting him slide to the bottom. 
The debtor nations could not stand this 
jolt. The seeds of the panic were sown. 
The method for dealing with war debts 
and reparations had failed. 

After the debacle had set in, this na- 
tion and others, in order to prevent 
their industries from being demoralized, 
checked the flow of foreign products, 
by tariff walls and other devices. The 
defeated nations could not be discrimi- 
nated against in this respect and the 
tariffs of each nation were raised against 
the products of all other countries. Ulti- 
mately, the effect was to create a tariff 
wall around nearly every nation of the 
world. This throttled world trade and, 
so far as the defeated nations were con- 
cerned, it was a mandate to pay their 
war debts in gold. The creditor nations 
would not take more goods. This ac 
centuated the already fast growing 
economic troubles of the world. 

Immediately there was an increased 
demand for the gold of the world. It 
went to a premium in exchange markets. 
Other commodities declined in value 
just in the proportion that gold rose in 
value as a result of that demand. Here 
an indisputable economic law was at 
work. The price of all commodities but 
gold declined to a point where there 
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was no profit in manufacturing or rais- 
ing them, in view of many fixed or rigid 
costs such as labor. No profits meant 
no employment—no employment meant 
no purchasing power, and the combina- 
tion meant suffering, want, grief and 
disaster all over the world, and a 
wrecked economic machine. Eventually 
eighteen nations were forced off the gold 
standard. Currency systems were de- 
moralized, foreign exchange markets 
ceased to function, or, if they did, it was 
only in a limited way. Political hates 
grew and national consciousnesses be- 
came more pronounced than ever. Re- 
strictions were placed by several coun- 
tries upon imports and exports from 
other lands, thus further strangling the 
channels of trade. Each country drew 
from foreign shores its gold or had it 
“earmarked.” This panicky situation 
produced events with which we are all 
familiar. They created an international 
calamity of the first order. Happily, 
many of these events did not take place 
in our country, but it is obvious to any- 
one how rudely we could be and were 
the victim of them in a large measure. 
Other causes flowed from those just 
mentioned. 

Further, there came into being, as a 
result of the war, events of a disas- 
trous nature not so closely connected 
with those just referred to, such as the 
building of armaments on a hitherto 
unknown scale, to the disadvantage of 
world economic stability: All these 
events had one thing in common—the 
disarrangement of the economic fabric 
of the entire world, and nearly all of 


them are directly traceable to the World 
War. 


ARTIFICIAL POSTWAR PROSPERITY 


In the intermediate fifteen-year period 
between the war and the beginning of 
the depression, we enjoyed an artificial 
prosperity, as did many other countries, 
except during a brief period in 1921. 
This was largely due to the financial 
conditions following that war which 
have already been referred to. We had 
land booms and stock booms financed by 
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our capital assets and not our earnings. 
Foreign nations were largely paying 
their debts to us with borrowed money. 
Our products were being purchased 
with money loaned by us abroad. We 
increased our productive capacity to 
supply the wants of foreign nations, 
who paid for our products with that 
borrowed money. Securities were sold 
in tremendous volume to finance the in- 
crease of productive capacity. Almost 
all of our prosperity resulted from an 
artificially broadened credit base. This 
credit base was widened largely because 
of forced postwar international finan- 
cial transactions. It was a period of 
unhealthy, artificial and temporary pros- 
perity arising out of a complex chain of 
related and interwoven causes, over 
which each nation had some control but 
over which no nation exercised any 
control. When foreign debtors could 


no longer pay, our credit base collapsed. 
That the banks of the country were 
carried along with others during this 
time, required no comment except the 


statement. 

Many of these events did not occur 
in 1929 or prior thereto. Some of them 
have happened since. That year is 
chosen only as a chronological date in 
the order of things. It was then that 
many sinister events had or were begin- 
ning to bear fruit and it was then that 
the happening of those that had not yet 
occurred were discounted. In short, in 
1929 it was obvious that certain forces 
of great magnitude had begun to and 
would continue to sweep the world with 
the fury of a cyclone and leave in their 
wake a sadly broken machine. They 
had been held in check as long as could 
be. 

What was happening to banks during 
the fall of 1929 and the years 1930 and 
1931? Remember that at this time our 
banking system was heterogeneous in 
nature and was in a very unliquid con- 
dition as a result of increased invest- 
ments in fixed assets. In the fall of 
1929 the economic crisis began ‘to gather 
momentum. The stock market crash 
ushered in on Black Thursday of Octo- 
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ber in that year saw a severe decline in 
brokers’ loans. From then on banks 
were forced to carry the brunt of the 
security loans. Business was declining 
rapidly and the result of this was a 
scarcity of demand for commercial loans. 
During this time the funds of the banks 
were placed in fixed assets, through their 
own purchases of bonds and collateral 
loans to customers. The trend 1n this 
respect that had developed before 1929 
was accentuated. It was a trend toward 
decreased bank liquidity. During the 
year 1930 the trend was similar to that 
of the fall of 1929. In that year, how- 
ever, more than the usual number of 
banks failed. 

Beginning with 1931, a real contrac- 
tion of credit began. Fewer loans were 
made. The cry of the banker was for 
repayment. Correspondingly, the in- 
crease in investments of idle funds in 
bonds and other securities was marked. 
This situation was general, involving 
both city and country banks. However, 
it was more acute in the case of the 


country bank. The declining proportion 
of loans and the increased proportion 
of investments persisted during the first 
three quarters of that year. 


INCREASE IN BANK FAILURES 


In the fall of 1931, bank failures, 
which had commenced all over the na- 
tion in 1930, were rapidly increasing. 
People were losing confidence and 
wanted their money. “To the middle of 
1932 approximately one and one-half 
billion dollars were withdrawn to be 
hoarded. The crisis in Europe called 
forth the moratorium plan of President 
Hoover. The early fall of 1931 wit- 
nessed the default of over $800,000,000 
of the bonds of Latin American coun- 
tries. England had gone off the gold 
standard. A score of nations followed 
suit. A genuine financial crisis occurred 
with the failure of the Credit Anstalt 
Bank in Vienna, Austria. With fury 
the effect of that failure spread all over 
the world. Gold was drawn from 
America to foreign shores in huge 
amounts. Many of our large railroads 
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and other corporations were forced into 
receivership. Stable investments became 
insecure. The demand for bonds was 
greatly lessened. All of these events 
continued to exert a pressure upon 
American bankers to liquidate. Deposits 
were withdrawn in greater amounts. A 
vicious circle was created. These with- 
drawals meant contraction of credit and 
liquidation of fixed assets having tem- 
peramental prices. As banks liquidated, 
prices of securities went lower. This 
meant further insecurity and increased 
withdrawals. Banks continued to fail. 
The whole banking system was caught 
in a veritable whirlpool as the process 
repeated itself. From June 10, 1929, to 
the end of 1931, the loan liquidation of 
banks who were members of the Federal 
Reserve System amounted to in excess 
of five billion dollars. Half of the 
liquidation occurred during the last 
quarter of 1931. This was due to the 
increased pressure of adverse conditions 

falling prices, business stagnation and 
the consequent desire for liquidity to 
escape loss and to meet the demands of 
depositors. A real crisis was at hand. 
Banks were paying the penalty for hav- 
ing so much of their deposits tied up in 
loans of a fixed character. 

Country banks were affected more 
than were city banks, for the available 
commercial loans had been denied to 
them. Many of them were practically 
in a frozen condition. Further, the 
structure of our banking system was 
such that they had to suffer the conse- 
quences unaided. Far removed from the 
front, they had no larger institutions to 
lean upon and no resources to call upon. 
They fought an independent battle—it 
was inherent in the system. No doubt, 
a closer knit and more effectively cen- 
tralized banking system of some sort 
would have enabled banks outside the 
cities to better weather the storm. 

Something had to be done. Private 
interests were rapidly losing control of 
the devastating events. In October of 
1931, President Hoover called our finan’ 
cial leaders to Washington. He pro 
posed the formation of the National 
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Credit Corporation to mobilize the 
banking assets of the country. The pur- 
pose was to provide an institution where 
assets not eligible for rediscount at the 
Federal Reserve banks could be redis- 
counted. Its aim was twofold. First, 
to check the volume of liquidation of 
loans and investments, and, second, to 
restore public confidence. This check- 
mate was evolved as a temporary meas- 
ure until Congress could act. It was an 
admirable plan. About $150,000,000 in 
loans were made to February of 1932. 
These, to banks all over the country on 
good but slow assets. The tide was 
partly turned. 


GOVERNMENTAL RELIEF MEASURES 


From that time on to this date, many 
measures, both private and govern- 
mental, were inaugurated for the pur- 
pose of coping with an emergency of 
great magnitude. Let us examine them 


briefly and not necessarily in the order 
of their appearance. 
In the late fall of 1931, private inter- 


ests formed the Railroad Credit Cor- 
poration. This corporation was formed 
by railroads to assist each other in sup- 
plying the demands for funds. Rail- 
road credit was weak and _ getting 
weaker. Profits were dropping. Red 
ink was appearing in many cases. The 
usual avenues for financial assistance 
were closed. Such a vehicle directly and 
indirectly helped the credit of the roads 
which, in turn, reacted to the protection 
of their securities, of which banks and 
other financial institutions held great 
amounts. 

American bankers were represented 
on a committee designed to investigate 
the repayment of the vast sums invested 
in short-time loans to the central Euro- 
pean nations. Albert Wiggin, chair- 
man of the governing board of the 
Chase National Bank of New York 
City, was chairman of that committee. 
The nations could not pay these private 
debts at that time. The result was the 
‘standstill agreements” under which 
Private moratoriums were granted. As 
in the case of the intergovernmental 
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debts, pressure for payment at this time, 
even if successful, would have again 
rudely jolted and perhaps wrecked a 
tottering economic world. 

Soon after the national Congress met 
in the month of January, 1932, Presi- 
dent Hoover launched his program for 
reconstruction. With the assistance of 
Congress it was made into law. The 
keystone of the program was the crea- 
tion of the Reconstruction Finance Cor- 
poration, with a capital of $500,000,- 
000, the stock of which is all owned by 
the Government. This Federal agency 
was created to make loans on good but 
slow assets to farmers, railroads, banks, 
trust companies, building and loan as- 
sociations, mortgage loan companies, re- 
ceivers for closed banks and others. It 
came into operation with remarkable 
speed. It has loaned over one and one- 
half billion dollars to eligible borrowers, 
big and small, all over the land. Per- 
haps more than any other agency, it has 
served to check the forces of the crisis, 
prevent further liquidation, financial 
panic and widespread ruin. The act 
creating it was amended just before 
Congress adjourned last spring. Its 
capital was increased and provision was 
made for loans to states and political 
subdivisions for the purpose of caring 
for the needy. Self-liquidating enter- 
prises of a public character were also 
made eligible as borrowers. It was 
hoped to create employment by this 
means, and the results have been satis- 
factory. Further provision was made 
for loans to those engaged in agricul- 
ture. This corporation is, of course, 
now functioning successfully. 

Congress also provided a law whereby 
the Government could give assistance to 
the Federal Land banks, by furnishing 
them with further capital to assist the 
farmer and alleviate the distress that 
had arisen in connection with the fore- 
closure of farm mortgages. 


MOVE TO CHECK HOARDING 


Early in 1932 the withdrawing and 
hearding of deposits reached a high 
peak. Over one billion dollars had been 
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withdrawn by a nerve wracked public. 
This meant less outstanding credit, and 
credit was sorely needed. The Presi- 
dent organized a committee of citizens 
to carry on an anti-hoarding campaign. 
“Baby bonds,” which were short-term, 
interest bearing treasury bonds of small 
denominations, were offered to the 
people. It was hoped that they would 
return the hoarded currency as a result 
of the appeal and the purchase of these 
bonds. The campaign could not be 
called successful. The people were yet 
too wary. 

Banking and Industrial Committees 
were formed in each of the Federal 
Reserve districts. They were composed 
of prominent industrial and financial 
leaders charged with the duty of en- 
couraging sound trade expansion and 
the expansion of bank loans to worthy 
enterprises. It was these committees 
who advocated the wider use of the 
trade acceptance by business men. Such 
paper would be eligible for rediscount 


and would create more outstanding 


credit. The most famous of these com- 
mittees was the one headed by Owen D. 
Young of New York. 

All attempts to assist were not so 
favorable or sound. Representative 
Goldsborough of Maryland proposed 
and the House of Representatives passed 
the “Goldsborough Bill,” which provided 
that the Federal Reserve Board should 
immediately take steps to stabilize prices 
at the 1929 level. Such a plan was not 
feasible and the Senate, evidently better 
versed in the science of economics, 
promptly refused to pass it. It is said 
that Governor Meyer of the Federal Re- 
serve Board testified before the Senate 
Committee on Banking and Currency to 
the effect that to ask the board to ac- 
complish such a result would be like 
asking him to run a hundred yards in 
ten seconds—something he could not do. 

Financial leaders also formed during 
this year the Commodities Acceptance 
Corporation, headed by Mortimer Buck- 
ner of New York. It was modeled to 
some extent after the plan of the Na- 
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tional Credit Corporation. Its aim was 
to provide financing for the movement 
of commodities into trade channels. Such 
organizations were formed in several 
local communities. A similar corpora- 
tion was also formed to assist railroad 
companies in the purchase of much 
needed equipment. All of these were 
purely private enterprises, as was the 
American Securities Corporation created 
by New York bankers for the purpose 
of buying bonds and thus by demand 
strengthening the security markets. 

In the spring of this year, European 
nations were taking from our vaults or 
having “earmarked” for their account all 
of the gold to which they had any claim. 
It was a natural thing to expect. They 
needed or thought they needed the 
precious metal, and events here served 
to weaken the dollar in the foreign ex- 
change markets of the world. Foreigners 
were not so sure that we would weather 
the storm. This gold withdrawal, plus 
withdrawals for hoarding, left the free 
gold supply of the country rather low. 
The Federal Reserve notes, which con- 
stitute most of the money of the country, 
are required by law to be backed by a 
40 per cent. gold reserve. The remain’ 
ing 60 per cent. reserve may be com 
posed of prime commercial paper or gold. 
In anticipating a course of action it was 
known that if these demands for gold 
continued, eventually we might be forced 
off the gold standard unless we reduced 
the amount of gold reserve behind all 
Federal Reserve notes or provided that 
other types of reserves along with prime 
commercial paper might make up the 60 
per cent. balance of reserve. Eligible 
commercial paper was so scarce that the 
gold reserve behind these notes, early in 
1931, reached the high point of 90 per 
cent. This meant that a large part of 
our gold was sterilized. The Glass- 
Steagall Bill was enacted, and its effect 
was to make this gold potentially free. 
It provided that Government bonds, as 
well as commercial paper, could make 
up the 60 per cent. non-gold reserve in 
addition to the required 40 per cent. 
reserve. The threat of going off the 
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gold standard, with its ruinous conse- 
quences, was effectively met. 


ACTION OF FEDERAL RESERVE BOARD 


The Federal Reserve Board employed 
its power to make credit easier. It ac- 
complished its purpose by creating a low 
rediscount rate by which all money rates 
are set, and further engaged in vast 
“open market operations.” It purchased 
hundreds of millions of dollars worth of 
Government bonds, thus driving the 
funds received by owners from their 
sale into banks and making money con- 
ditions easier, so that trade would re- 
commence under the stimulus of cheap 
money. This policy is being continued 
to some extent. 

The Congress also took steps to bal- 
ance the national budget. (Actually the 
budget remained unbalanced.) This 
tended to preserve national credit and 
also private credit, for if the former fails 
so does the latter. The step also had 


the effect of stimulating confidence at 
home and abroad and stopped the raids 


on our dollar in foreign countries. 

Congress also considered a new na- 
tional banking act known as the “Glass 
Bill.” It is now before Congress but 
probably will not receive attention until 
the next session of Congress, special or 
regular. This bill designed by Senator 
Glass and others seeks to correct the 
many abuses that have crept into the 
banking system since the war. To some 
extent it also seeks to create state-wide 
branch banking for national banks. It 
would effectively control security afhli- 
ates and prevent the use of Federal Re- 
serve System funds for speculative pur- 
poses. It seeks to accomplish many other 
new things. The bill is a step in the 
right direction. It will, of course, only 
apply to national banks and to some ex- 
tent the state banks which are members 
of the Federal Reserve System. 

Before Congress adjourned it passed 
the Federal Home Loan Bank Act. Un- 
der its terms the Government, building 
and loan associations, purely savings 
banks and insurance companies may 
create regional banks. These banks dis- 


count home mortgages of a certain class 
and amount. These institutions sub- 
scribe for the shares of the bank in their 
district, along with the Government, 
which eventually withdraws completely. 
The purpose of the act was to provide 
a “Federal Reserve System” for the-dis- 
counting of mortgages, which are invest- 
ments in fixed assets and not eligible for 
rediscount at a Federal Reserve bank. 
The theory is that this system will stimu- 
late home building and home owning 
for the reason that financial assistance 
to these ends may be more readily se- 
cured. Bankers will be readier with 
money with mortgage loans if they know 
in a crisis that they can rediscount what, 
during such a time, is a “frozen asset.” 
These banks are just beginning to func- 
tion. It will be interesting to watch the 
result. So far the results have been dis- 
couraging. Attached to this act was the 
“Borah rider” authorizing the issuance 
of one billion dollars of money by na- 
tional banks secured by Government 
bonds of a type. National bank notes 
are ordinarily secured by gold and cer- 
tain classes of Government bonds. This 
was the only strictly currency inflation 
act that was passed by Congress. It is 
the opinion of experts that even though 
availed of to the fullest extent it will 
not be harmful. These were the most 
important steps taken in this country to 
meet the emergency. 

Early last summer two important con- 
ferences were held in Europe. The 
Lausanne Conference reduced the Ger- 
man reparations bill from sixty-five bil- 
lion dollars to about seven hundred mil- 
lion dollars, contingent upon America’s 
making a satisfactory adjustment with 
Germany’s creditors. This war debt 
question must be met sooner or later in 
full measure, and the move abroad was 
very bold. Eventually it ought to pro- 
duce results. The Geneva Conference 
at which is being formulated an arma- 
ments plan for the world also assembled. 
We have discussed the effect of the war 
debts and armaments upon the world 
and their contribution to the panic. In 
my opinion the problems arising from 
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these debts and their incidents, such as 
unreasonable tariffs and armaments, do 
more than anything else to plague the 
world and prevent a more hurried re- 
turn to normal conditions. It will be a 
happy day when they are solved. In 
my opinion international debts must be 
readjusted and tariff rates scaled before 
any permanent relief will be forthcom- 
ing. 


THE PRESENT SITUATION 


The events which I have just recited 
all took place in 1932, or late in 1931. 
The agencies set in motion are still func- 
tioning. It is apparent that most of 
them directly and indirectly have greatly 
helped, if not saved the American bank- 
ing system from complete collapse. They 
were designed for that purpose. Our 
financial system had to be preserved and 
through it the economic security of our 
people. They checked the crisis and held 
the flames of depression within the fire 
walls. 

Chronologically speaking, we have 
now reached the present time. We are 
still in the midst of the economic crisis— 
drifting, I think—but toward the shores 
of security and normalcy. Improvement 
is apparent but the process will be 
slower than some think. Be that as it 
may, it is direction and not speed that 
now counts. 

What of the future of banking? What 
have we learned about our financial sys- 
tem? What are we going to do to rectify 
obvious errors? These questions cannot 
fail to excite thought. Every citizen 
should be thinking about them. Let us 
examine the problem and draw some 
tentative conclusions. 

We have seen that the structure of 
the banking system and the changing 
functions of banks which resulted from 
our political system, as well as progress 
or at least changes in the economic 
world, created a situation whereby that 
heterogeneous and unliquid system was 
particularly vulnerable to any extraor- 
dinary disturbances such as emerged 
from the present depression. Lack of 
unification within that system and lack 


of liquidity were the main holes in the 
line. The depression found them, and 
the result was a great financial catas- 
trophe involving the closing in the last 
three years of 4835 banks with over 
three and one-fourth billions of deposits. 
It might be said that the panic was un- 
usual in character and for that reason 
the catastrophe was greater than it 
would have been otherwise. That is 
hardly a satisfactory answer. The test 
of a sound banking system is its ability 
to withstand shocks, even though of un- 
precedented character, with greater 
equanimity than has been demonstrated. 

The agencies for relief and reconstruc- 
tion, both governmental and private, are 
temporary in character. They were 
created to meet an emergency. The true 
situation must now be met by the bank- 
ers—so that such devastation will not 
reoccur. The problems of the future 
are, generally speaking, of two kinds: 
those directly related to banking, and 
those indirectly affecting banking. Let 
us consider some of them in a sympa’ 
thetic and not a critical mood. 

First of all, let me call attention to a 
fact that is too often lost sight of. It 
is the fact that all great banking systems 
and all of their constituent parts are 
founded on the premise that banking is 
affected with a public interest, that a 
banker’s first duty is to run his estab- 
lishment for the primary benefit of the 
community and the depositors. The re- 
lationship of the banker to the depositor 
is more than a debtor-creditor relation- 
ship. It is, or should be, one of trustee 
and beneficiary. The direction of every 
bank should go forward with that idea 
always in the fore. The trust is sacred, 
and the activities and policies of a bank 
should be motivated by a deep sense of 
responsibility and stewardship to those 
who have entrusted it with their prop- 
erty. 


BANKING NOT WHAT IT USED TO BE 


Foremost among the problems directly 
affecting the banks is that of endeavor’ 
ing to mold the nation’s banking system 
into a form consistent with the func 
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tional changes that .have taken place 
within it. Banking is not what is used 
to be. As has been stated, its basic 
functions are no longer the financing of 
local customers and dealing with local 
situations. The volume of commercial 
loans has greatly diminished, and com- 
mercial deposits, as well as a greater por- 
tion of savings deposits, are being loaned 
upon or invested in securities and real 
estate-—both fixed assets. A true com- 
mercial bank is liquid and that is the 
basis for permitting depositors to with- 
draw their money on demand. 

Doesn't the new situation call for a 
frank admission that commercial or de- 
mand deposits should be invested in 
commercial loans and short time paper, 
so that these deposits may be withdrawn 
as now, upon demand; that if other de- 
posits be invested in fixed assets, more 
rigid restrictions should surround their 
withdrawal under certain circumstances; 
and further, that the depositor should 
know definitely which kind of a deposit 
he is making? Then, at all times, com- 
mercial funds would be liquid. Of 


course other funds would be liquid in 
normal times, but might not be in ab- 


normal times. In such times the savings 
depositor should not have the right to 
demand repayment in full of these funds, 
even after giving the usual notice. He is 
supposed to have understood that fact 
when he deposited his money. I believe 
that a change in the banking laws to 
the effect that a banker, with the con- 
sent of the authorities, may restrict with- 
drawals during a time of stress is in- 
evitable. You can’t continue to crucify 
the banks by making them pay savings 
deposits in full at the time of a crisis at 
the cost of being required to close their 
doors. Such a program is not in the 
interest of the public, for they are the 
ultimate losers under any system that is 
out of gear with the times. The prac- 
tice is not sensible under the present 
order of things and must stop. How- 
ever, hanks should be forced to keep 
their commercial deposits in a liquid con- 
dition and should expect to repay com- 
mercial depositors at any time. On ac- 
count of changed conditions, this whole 


problem has to be met, and the sooner 
the better. The foregoing applies equally 
to banks doing a purely commercial or 
a purely savings or a dual banking busi- 
ness. Iowa has a new law along these 
lines. It also provides for reorganization 
of banks without the necessity of clos- 
ing. The Iowa plan is being considered 
in Michigan and New York as well as in 
other states. The principle of the legis- 
lation is to keep banks worth saving open 
under restrictions and permit their re- 
organization without liquidation and a 
receivership. 

Earnest attention must also be given 
to the structural character of the system. 
The goal should be the safety of de- 
posits. The question is not one of the 
number of banks but of the existence of 
satisfactory banking facilities. The pres- 
ent structure is not satisfactory. That, 
I believe, is generally recognized. It will 
be changed but slowly, for the issues 
raised strike at the very roots of estab- 
lished political and economic principles 
and philosophies. The banking frater- 
nity itself is not in accord as to the 
method. Some advocate a retention of 
the present system. Others demand that 
the Federal Government take over the 
supervision of the system. Still others 
believe that through the Federal Reserve 
System a satisfactory balance can be 
worked out. Some plan will come out 
of it all. It must, for the American pub- 
lic has lost considerable faith in the pres- 
ent system. All they ask is that their 
deposits be safeguarded to a more rea- 
sonable extent than at present. They 
want an outmoded system to be replaced 
with one more in accord with the pres- 
ent day and its methods. Their plea is 
not unreasonable and must be answered. 

The subject of structural changes in 
the banking system is commanding great 
interest at this very moment in Congress 
and the state legislatures. Without dis- 
cussing the whys and the wherefores of 
each of the proposed plans mentioned 
above let me say that the final plan 
should be one that will make the public 
and each individual depositor as secure 
as possible. We all know that legisla- 
tion alone will not accomplish this end. 
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More important are the ethics, high 
mindedness and feeling of responsibility 
on the part of the banker. Stewardship 
of the highest order is more important 
than any other one thing. 


BANKERS MUST KNOW INVESTMENTS 


Because of the fact that banking re- 
sources are invested in bonds and other 
types of fixed assets in greater amounts 
than ever before, it behooves bankers to 
become more familiar with the character 
of their investments. This means that 
officers charged with the investment of 
bank funds should be more familiar with 
the type of industries and the responsi- 
bility of the govérnments whose securi- 
ties they are buying—with national 
and international business trends— 
with world economics. Hit and miss 
methods must go. Scientific methods 
must replace them. Too few bank ofh- 
cers are familiar with the fundamentals 
of the science of money, credits and eco- 
nomics in general. It is a new era for 
banks, and such knowledge is essential 
for intelligent administration. A knowl- 
edge of local conditions is no longer suf- 
ficient. Horizons must be broadened. 
I have often advocated that those banks 
which are not able to maintain statistical 
departments should have their invest- 
ments analyzed by independent invest- 
ment counsellors, and should not rely 
altogether upon the advice of the under- 
writing banker. The latter cannot al- 
ways serve two masters. Along that 
same line nothing is more dangerous to- 
day than to buy securities and then for- 
get them. Conditions in the business 
and political worlds are changing too 
fast. All of this is a problem of man- 
agement. and bank direction. 

It has often seemed to me that bankers 
require of their customers a standard of 
internal management that they do not 
impose upon themselves. For example, 
many banks today perform too many 
services free of charge. It is only until 
recently that nearly all banks could not 
be. accused of this. Bankers should im- 
pose charges for such services as han- 
dling foreign drafts, maintaining small 
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checking accounts, .collecting bond inter- 
est and the like. The objective should 
be to see that each function performed 
is profitable. Happily, this is becoming 
more and more the rule. It must be the 
rule, for safety of deposits is the prime 
consideration. In a large sense many 
banks today are charitable institutions, 
To indicate the lengths to which banks 
have gone, let me say that some have 
gone so far as to provide free theater 
and transportation ticket service. Some 
have even provided a service whereby 
officers meet boats and trains carrying 
relatives of prominent customers and the 
like. All that must cease. The banker’s 
belt must be pulled in several notches, 
He must place both feet on the ground 
and demand reasonable compensation for 
all services rendered. Others do. He 
owes this much to his community and 
his depositors. Their interests are best 
protected by the success of the bank. 
The real success of the bank, in turn, 
depends upon sound policies of opera- 
tion, which, among other things, implies 
that all services rendered shall be paid 
for by charges. If this is not required, 
the banker must take undue risks to pro- 
vide the free services. This ultimately 
reacts to the disadvantage of the de- 
positor. You cannot escape from that 
conclusion. I am not unaware that these 
practices are often the result of competi- 
tion. One bank has by frills sought to 
outdo the other. But I know of no other 
business where competitive business men 
do the same thing; and I think that com- 
peting bankers today see the folly of 
these practices. Again, they must first 
consider their depositors. 


WAYS OF STRENGTHENING BANKS 


Many banks can reduce overhead and 
costs by rearrangement of their plans of 
operation and management. As in other 
lines of business, duplication of effort, 
waste and extra personnel, accompanied 
by outworn accounting methods and 
the like, have served to reduce profits. 
Changes can usually be made and greater 
profits will ensue. In the end this makes 
for a sounder bank. 
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Banks doing a dual business should 
not allow the savings department to carry 
the commercial department. If the com- 
mercial department is not self-sufficient, 
make it so or discontinue it. Why have 
dead wood around? It won't be neces- 
sary to discontinue, however, for people 
never object to paying a reasonable 
amount for services rendered if ap- 
proached in the proper way. Of course, 
if the commercial department can’t be 
made to stand on its own legs, and the 
discontinuance of it would affect the 
savings department business, another 
problem is presented. 

Again, rates of interest paid by banks 
should be no more than such as are in 
harmony with long term prevailing rates 
in the money markets. If any other 
policy is pursued the bank is headed for 
ultimate downfall, directly or indirectly 
to the disadvantage of the depositors. 
You can’t stay in business unless you 
can make a profit. Again competitive 


factors enter; but after their recent ex- 
periences, competing bankers ought to be 
able to agree on such matters as this. 


One lesson that bankers should have 
learned since 1929 is that intelligent ad- 
vertising and statements are in order. 
Acquaint the public with the nature of 
a bank and the services and functions 
performed by it. Acquaint them with 
the policies and practices that are for 
their best interests and security. Fear is 
horn of ignorance, and fear creates lack 
of confidence. The time to gain the con- 
fidence of depositors is in normal times 
and not after a panic has set in. You 
can't blame people for being suspicious 
or lacking confidence if they do not 
know the facts. Educational programs 
are necessary as never before. 

There are other problems that demand 
consideration, even though they affect 
banking only in an indirect way. 

Bankers as well as others must take 
more interest in state and national legis- 
lation. As a leader the banker owes 
this duty to his community. So many 
unsound measures are passed which 
vitally concern the material welfare of 
the community in which a particular 
bank operates, and ofttimes bankers 


only learn of them after their passage. 
Take for example tax laws. They 
impinge upon the public directly and in- 
directly. If they injure the particular 
city or region in which the bank oper- 
ates, they will also injure the bank, for 
it is a vital part of that community. 
Bankers should have an advisory voice 
in their formation and the policies that 
are to underly such laws, so that their 
communities are not unduly burdened. 
Our tax burden is staggering. It has 
reduced many properties to very little 
value. Such a process seriously affects 
the banker. The tax burden must be 
lessened, for it is endangering public and 
private credit. Each American citizen 
pays $110 per annum to the support of 
government. Since 1916 the cost of run- 
ning the Federal Government has in- 
creased over 600 per cent. The cost of 
running state governments has also in- 
creased beyond the bounds of reason. 
That expense can’t go on. Bankers as a 
class are better fitted than any other one 
class to assist in the solution of this prob- 
lem. They must take an active interest 
in such matters. 


INVASION BY FEDERAL GOVERNMENT 


Another disturbing element is the ex- 
tent to which the Federal Government 
is invading the domain of private enter- 
prise. Our national Government has 
an investment of over seven billions of 
dollars in business enterprises. They 
range from laundries to banks. It is an 
unhealthy sign, for it is state capitalism. 
Bankers as a class should interest them- 
selves in that picture for the protection 
of their customers as well as themselves. 
They, more than anyone else, perhaps, 
are feeling its effect with the socializa- 
tion of banking which resulted from 
financial aids to agriculture through the 
Federal Land and Federal Intermediate 
Credit Banks. True, the Reconstruc- 
tion Finance Corporation is temporary 
in nature, but unless there are pro- 
nounced improvements within the bank- 
ing system, we may find the Federal 
Government in direct competition with 
private banks. The groundwork has 
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been laid. It was only a presidential 
veto last spring that prevented the Gov- 
ernment from virtually setting up banks 
all over the land to make loans to all 
on non-bankable collateral at a lesser 
rate of interest than the banks were 
charging. When private business touched 
with a public interest, such as banking, 
can’t serve the people in a proper way, 
the Government sooner or later will in- 
terfere. That can only be avoided in 
the banking world by bankers putting 
their houses in order and as quickly as 
possible. Further, bankers must see that 
the changes bound to be made in the 
state and national banking laws are 
sound. Changes will be made and it is 
better to help make them than to wait 
until they are made by men inexperi- 
enced in finance. 


FUTURE OF BANKING BRIGHT 


There are coming to the fore today, 
social and political problems of great 
importance to bankers. The banking 


fraternity as a class must do all in its 
power to assist in the development of 


proper programs. We have seen the 
havoc created by war debts, high tariffs 
and armaments. These problems will be 
solved soon and the banker should help 
in seeing that they are solved correctly. 
Technological unemployment is another 
vital issue. To my mind there is no 
problem before America and the rest of 
the world that is any more important. 
I am not a technocrat, but the issue in- 
volved requires calm attention. It has 
been said that even though we were to 
return to the business level of 1929, 
only half of the present unemployed 
men could be put to work. This is due 
to the tremendous strides made in the 
fields of science and invention during 
this century, and particularly within the 
last four years. The social and eco- 
nomic aspects of this situation are ter- 
rific. Business must solve that prob- 
lem, and the banker must help. It can 
be solved. It should be studied, ana- 
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lyzed and receive careful thought. It is 
of profound importance and unless it is 
solved we may have Government inter- 
ference. This is just an example of the 
type of thing I refer to. 

Isn't the sum total simply this—that 
the banker and the rest of us must take 
a long range view of things, analyze the 
changes made in his business, study the 
structure of the banking system, dis- 
cover the weakness in banking methods 
and laws, take a greater interest in social 
and political problems and collectively 
proceed to remedy the whole situation 
in so far as we are able, and as fast as 
possible? The future of banking is 
bright, but there is a considerable amount 
of intelligent and hard work required of 
the leaders in the profession to cut a 
new garment along the proper lines for 
the growing child. 

I have indicated to you the breadth 
of the problems at hand, the history of 
and changes in the banking world, the 
effects of the depression, the scope of the 
remedial measures, the picture as it ex 
ists today and some of the things that 
must be accomplished if we are to take 
advantage of our experiences. Finally, 
let me remind you that constructive work 
cannot come overnight in a business of 
the magnitude of banking. Again, it is 
direction and not speed that counts. The 
task is hard and the progress will be 
slow. There are no panaceas or over’ 
night remedies. I have none to propose. 
What I do propose is that the banking 
fraternity study the case and take the 
necessary steps, whatever they may be, 
to make banking practices and laws con: 
form to the business practices and eco 
nomic world of today. The task is not 
easy. Sober thought and intelligence is 
required. Above all, the demand is for 
leadership of a very high order—for 
bankers whose vision and horizon is be: 
yond their desks—for bankers who at 
all times realize that the interests and 
security of their depositors and their 
community come first. 





Causes of the Present Depression 


A Suggestion for Some Possible Remedies 


By WINTHROP W. ALDRICH 
Chairman Governing Board and President, The Chase National Bank 


United States Senate has been 

directed to study and analyze the 
causes of the present depression and 
possible legislative remedies. At its 
invitation Mr. Aldrich appeared before 
the committee at Washington, D. C., 
on Wednesday, February 22, 1933, and 
made the statement from which the 
following extracts are taken. 


Tu: Finance Committee of the 


cially, the great shift of the United 
States from a debtor to a creditor 
nation. 


Before the war we owed Europe a 
great deal of money, represented largely 
by American stocks and bonds held 
abroad. During the war we repur- 
chased most of these and we bought 
a great many European securities. 


Four Principal Remedies Suggested 
1. Prompt settlement of interallied debts. 
2. Prompt reciprocal reduction of tariffs and moderation of 


other trade barriers. 


8. Continuance of policy of emergency credit relief. 


4. Extension of emergency credit relief to farm mortgage 
and certain city mortgage situations. 


The present depression has, of course, 
many features of preceding depressions. 
Any period of intense financial and 
business activity develops stresses and 
strains and maladjustments which com- 
pel liquidation and reaction. But the 
unprecedented severity—absolutely un- 
precedented as far back as good sta- 
tistical records go—of the present de- 
pression, and the slowness with which 
the automatic restorative forces have 
worked, must be found in certain un- 
precedented circumstances which have 
preceded it. These are, I believe, as 
follows: 


(1) Shifts from Debtor to Creditor 
Position of U. S. 


The immense shift produced by 
the war in international debtor and 
creditor relations, and, very espe- 


Finally, following our entrance into 
the war in 1917, our own Government 
advanced roughly ten billion dollars to 
our European allies. 

Before the war we paid interest and 
amortization on our debt to Europe by 
sending out an excess of exports over 
imports. In general the normal thing 
for debtor countries is to have an excess 
of exports over imports, and for credi- 
tor countries to have an excess of 
imports over exports, or a so-called 
“unfavorable” balance of trade. Eng- 
land before the war regularly received 
about a billion dollars more imports 
than she sent out in exports, the dif- 
ference being covered by her interest 
on foreign investments, her shipping 
services, banking services and other 
items. France regularly received about 
half a billion dollars more a year than 
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she sent out in goods. Germany, the 
Netherlands and Switzerland all had 
import surpluses or unfavorable balances 
of trade, because the rest of the world, 
debtor to them, paid them in goods. 
The logical expectation following the 
war was that countries formerly credi- 
tor and now debtor would send out an 
excess of exports, and that countries 
formerly debtor and now creditor 
would receive an excess of imports. 


(2) Inter-governmental Debts 


One of the worst legacies of the war 
was the existence of the inter-govern- 
mental debts, and especially the repara- 
tions. These debts involve both a 
budgetary problem and a_ transfer 
problem. 

The budgetary problem is the prob- 
lem of raising the money that has to 
be paid to the foreign government 
through taxation or other means in the 
debtor country, and in the currency 
of the debtor country. As all the 
principal debtor countries, very espe- 
cially Germany, had exceedingly high 
taxes anyhow, taxes running far beyond 
anything we have experienced in the 
United States, the additional pressure 
on their budgets of raising the money 
for inter-governmental payments was 
very severe. 

The other problem involved in inter- 
governmental debt payments, as in all 
international payments, is the transfer 
problem—the problem of exchanging 
the domestic currency for the foreign 
currency in which the debt payments 
have to be made. A debtor country 
can make payments in the currency 
of the creditor country to the extent 
that it can send out a surplus of ex- 
ports over imports, or can entertain 
foreign tourists or can perform ship- 
ping services, etc., or to the extent that 
it can borrow foreign currencies, the 
latter being of course not a real solution 
but merely a deferment of the problem. 

If there had been adequate freedom 
of movement of goods from country 
to country, the debtor countries could 
have solved this transfer problem by 
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sending out goods. But the existence 
of the reparations and other inter. 
governmental debts was a great factor 
contributing to international fears re 
garding the movement of goods, and 
intensified the widespread policy of 
tariffs and other trade restrictions which 
the world has been engaging in on an 
increasing scale since the war. During 
the period when bank credit was ex 
panding rapidly and foreign loans were 
placed easily, transfers were made with- 
out difficulty. But when there came a 
sudden cessation of foreign loans and 
debtor countries were suddenly called 
upon to pay, the problem of transition 
was a grave one. Germany herself did 
make the transition in 1929, and began 
to send out more goods than she took 
in, and some other countries made 
heroic efforts along these lines. But 
almost immediately a movement began 
to stop this by further trade restric 
tions and when we ourselves raised 
our tariffs still higher in 1930 there 
came a very general and widespread 
intensification of trade restrictions 
throughout the world. Tariffs are not 
the only, or even the worst, trade 
harriers. Quotas, vexatious inspections, 
exchange controls and many other 


- trade barriers can be even more restric: 


tive. The payment of inter-govern 
mental debts became increasingly dif- 
ficult, although they were continued 
down into the summer of 1931. 


(3) High Protective Tariffs 


Our own high protective tariff policy 
inaugurated in 1922, preceded by some 
increases in 1921, prevented our foreign 
debtors from sending us goods in ade- 
quate amount to pay interest and 
amortization on their debts and at the 
same time buy our exports in accus 
tomed amount. This tariff policy 
would promptly have checked our ex 
port trade but for the extraordinary 
financial development next listed. 


(4) Cheap Money and Bank Expansion 


The gigantic and unprecedented 


expansion of commercial bank 
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credit in the United States from 
the middle of 1922 to early 1928, 
amounting to fourteen and one- 
half billion dollars in loans and 
investments and thirteen and one- 
half billion dollars in deposits, 
accompanied by great expansion 
of bank credit in many parts of 
the world. 


This expansion was due (a) to gold 
coming to us from other countries 
which were off the gold standard, and 
(b) to cheap money policies of the 
Federal Reserve banks, both of which 
operated to create excess reserves in 
the member banks, with the resultant 
multiple expansion of member bank 
credit. 

Perspective on the figures for ex- 
pansion given above is gained by re- 
calling that the expansion of bank 
credit required to win the war, from 
early 1917 to the end of 1918, was 
only five billions, eight hundred mil- 
lions in deposits and seven billions in 
loans and investments. 

The vastly greater expansion in the 
period from 1922 to 1928 was not 
needed by commerce and was not used 
by commerce, and went into (1) real 
estate mortgage loans in banks (2) 
installment finance paper in banks, (3) 
stock and bond collateral loans in 
banks, including loans against foreign 
stocks and bonds, and (4) bond pur- 
chases by banks, including foreign 
bonds. The consequences of this great 
expansion of credit, used in these ways, 
were, of course, excess construction, 
including road building, real estate 
speculation on a great scale, over- 
expansion of installment buying and an 
immense over-issue of securities includ- 
ing many ill-considered securities, but 
including also many others which 
would have been good if the total 
over-issue had not been so great, the 
rapid multiplication of bond houses, 
investment trusts and other financial 
machinery and a progressive deteriora- 
tion in the quality of bank credit. The 
25,000 banks of the country were not 
IN a position to prevent this expansion 


and their managements were led in- 
evitably into many mistakes in policy 
because of it. The control of the 
expansion was in the hands of the 
Federal Reserve System. 


BANK EXPANSION, FOREIGN LOANS AND 
EXPORT TRADE 


One very important incident of this 
expansion was the masking of the dif- 
ficulties of international debt payments, 
including interallied debts and repara- 
tions, and the maintenance of our ex- 
port trade despite trade barriers. This 
was particularly true following the 
Dawes Plan in 1924. The Dawes Plan 
was accompanied by an immense gov- 
ernment security buying program on 
the part of the Federal Reserve banks. 
Following this came a_ tremendous 
volume of foreign loans which offset 
the influence of the high protective 
tariffs upon our export trade. We 
were able to get out, especially follow- 
ing the summer of 1924, a great volume 
of farm products and raw materials at 
good prices which restored, in a pre- 
carious fashion, the balance between 
agricultural and raw material produc- 
tion on the one hand, and manufactur- 
ing on the other hand, giving us active 
business while the foreign loans went on. 


(5) The Three Main Causes of the 


Depression 


In these three factors, then, (a) 
inter-governmental debts, (b) high pro- 
tective tariffs and other trade barriers, 
increasing in severity throughout the 
commercial world, including high pro- 
tective tariffs on the part of our own 
great country, which had _ suddenly 
become creditor on a great scale, and 
(c) six years of cheap money and 
rapid bank expansion, we have the 
main explanation of the unprecedented 
financial boom, the unprecedented finan- 
cial break and the unprecedented se- 
verity of the depression. 


(6) Cheap Money in U. S. and in 
England 


The cheap money policy of the 
United States was part of a policy 
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of co-operation between the Bank of 
England and the Federal Reserve Bank 
of New York. The British believed 
that cheap money and expansion of 
bank credit were all that were neces- 
sary to get good business going again, 
and that they could be used as a 
substitute for industrial readjustments, 
including the scaling down of prices 
and costs. Without the strength in 
gold which we had in the United 
States, they tried to force the policy 
through anyhow. They failed to get 
good business by this policy, but they 
did succeed in getting credit so over- 
expanded that when the acute pressure 
came in the summer of 1931 they 
found themselves in a frozen position 
and without adequate gold reserves, 
and abandoned the gold standard. 
The last chance the world had to 
call a halt on the overexpansion of 
credit and on speculation based on the 
overexpansion of credit without an 
unmanageable reaction was in 1927. 
I am informed that the Bank of France 
and the Reichsbank in Germany did 


try to tighten up then, Paris warning 
London that it was having to buy too 
much sterling, that easy money in Lon- 
don was financing speculation in the 
French franc and that the Bank of 
France, though reluctant to pull gold 


out of the London money market, 
would have to convert sterling into 
gold unless the process stopped. 

The conference of the governors of 
the central banks held in New York 
in the summer of 1927 had a very 
momentous decision to make. Repre- 
sented there were the Bank of England, 
the Bank of France, the German Reichs- 
bank and the Federal Reserve Bank of 
New York. The representatives of the 
Reichsbank and of the Bank of France 
are understood not to have made any 
commitment regarding policy at this 
conference except a promise to com- 
municate their intentions with respect 
to taking gold from London and New 
York in the future. They left the 
country before the governor of the 
Bank of England did. Following this 
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conference there came, in the early 
autumn of 1927, a renewal and an 
intensification of the cheap money 
policy of the Federal Reserve System, 
The rediscount rate was first reduced 
by the Kansas City Federal Reserve 
Bank, followed shortly by most of the 
others. Several hundred millions of 
government securities were purchased 
by the Federal Reserve System. Bank 
expansion moved rapidly, and almost 
all of it went into the securities market, 
either in the form of bank investments 
in bonds or in the form of collateral 
loans against securities. Shortly follow- 
ing this began a very intense specula- 
tion in securities, with rising security 
prices which ran through 1928 and into 
the late autumn of 1929. 


EQUILIBRIUM AND FOREIGN TRADE 


The importance of foreign trade in 
our economic life has been questioned 
on the basis of certain estimates by the 
Department of Commerce, which made 
foreign trade 9.9 per cent. of the 
production of movable goods in 1927, 
and 9.8 per cent. in 1929. 

I must say first, that these figures 
of the Department of Commerce do 
not seem to me quite correct. In figur- 
ing the total of movable goods they 
have taken account of agricultural 
products, mining products and value 
added by manufacture, which is right. 
Then they have added to the totals, 
railway freight receipts, which I think 
is wrong when we are seeking a total 
to compare with exports. If we are 
going to consider freight receipts at all 
they should be divided between export 
business and domestic business and al- 
lowance should be made for the longer 
haul in the export trade. Further, the 
department should consider shipping 
and other items. But I think the 
simplest and best way is to consider 
merely goods produced and goods ex- 
ported. When this is done the per 
centages rise somewhat, standing at 
11.2 per cent. in 1925, 11 per cent. 
in 1927, and 10.8 per cent. in 1929. 
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Eleven per cent. of our total business 
is a big percentage, but the percentage 
of many highly important individual 
products is enormously greater. The 
following table shows the percentage 
of various important exports exported 
in 1929: 

Per Cent. 


Cotton 

Tobacco 

Lard 

Wheat 

Copper 

Kerosene 

Lubricating oils 

Gasoline 

Typewriters 

Printing INSCHHIELY 0.0. 6.600.500, s00 29 

Sewing machines 28 

Agricultural machinery ........... 23 

RGCUINOMIVOE: 5.5, 0 ncisha's oi visie nw sascle!s 21 

Passenger automobiles 

(Source, Moulton & Pasvolsky’s “War 
Debts and World Prosperity,” page 409.) 


Not even these percentages, however, 
tell the whole story. For important 
great areas, the dependence on foreign 
markets is even greater. Bright tobacco 
in Virginia, and cotton in Texas, are 
cases in point. You can prestrate a 
whole state when the foreign market 
for its principal crop is cut off. No 
percentages can take adequate account 
of the organic interdependence of for- 
eign and domestic business. 


SUGGESTED REMEDIES 


I think that the foregoing analysis 
of the major causes of the present situa- 
tion will justify my proposals as to 


remedies, 
briefly. 

1. Prompt settlement of the inter- 
allied debts. 

2. Prompt reciprocal reduction of 
tariffs and the moderation of other 
trade barriers. 

These two things are basic to the 
restoration of our export trade, which, 
in turn, is basic to the restoration of 
balance in our own economic life, so 
that our farmers and other producers 
of raw materials, receiving good prices 
for their products, may be able to buy 


Some of them I shall - list 
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the products of our factories in ade- 
quate volume, restoring activity and 
employment in the cities and restoring 
an adequate volume of traffic for the 
railroads. 


INTERIM MEASURES 


2 


3. While these basic measures for 
restoration of normal activity are being 
put through, I would continue a policy 
of emergency credit relief, making use 
of the Reconstruction Finance Corpora- 
tion. We must face the fact, however, 
that not all of the existing fabric of 
capital debt can be maintained in full. 

There are important cases where the 
capital structure is top-heavy, and 
where it is desirable to scale it down 
to conform to the existing facts. The 
Reconstruction Finance Corporation 
should not be called upon to validate 
capital structures which cannot be 
maintained even when we get a 
moderate business revival. Instead, we 
should scale down fixed charges in a 
good many important cases. It is good 
credit policy to tide over in emergencies 
solvent institutions whose total assets 
exceed their total liabilities, but it is 
not good policy to undertake to validate 
the really inadequate assets of insolvent 
institutions. To facilitate reorganiza- 
tions, the new bankruptcy legislation— 
that relating to corporations as well as 
that relating to individuals—should be 
enacted as soon as possible. 

4. I would extend emergency credit 
relief to the farm mortgage situation, 
and also to certain city mortgage situa- 
tions when, in the judgment of the 
Reconstruction Finance Corporation, a 
general financial interest is involved. 
In connection with farm mortgage re- 
lief, I would make every effort to deal 
with intelligent discrimination in indi- 
vidual cases, seeking to bring debtors 
and creditors into agreement with one 
another, seeking to limit the Govern- 
ment’s financial commitments to what is 
necessary to persuade creditors to make 
the necessary adjustments, but - still 
doing the thing in a big enough way 
to make sure that an honest and com- 
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petent farmer does not lose his farm. 
It is to the interest of the country and 
to the interest of the creditors, by and 
large, that that farmer, who with his 
family knows the farm, knows its 
potentialities, knows local markets and 
has the home lover's interest in the 
farm, should be able to stay upon it 
and control it. 


DIFFERENTIAL TREATMENT OF DEBTORS 


I think we ought to avoid sweeping 
legislation making a general rule for 
every farmer. There are some farm 
mortgages which are perfectly good, 
where the farm debtor is able to pay 
interest and amortization, and where 
he needs no relief. There is no reason 
why the contract here should be 
altered. There are other cases where 
the farmer needs a great deal of relief. 
The same thing is true in connection 
with city mortgages and other debts. 
Such relief as is given should be given 
to embarrassed debtors and not to 
debtors as a class. We must protect 


the commercial morality of the country 
in the interest of the future giving 


and taking of credit. We must seek 
to be fair to creditors as well as to 
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debtors. If we establish a precedent 
of allowing men who are perfectly able 
to pay their debts to escape from them 
in part, merely because other men are 
unable to pay their debts in full, we 
shall strike a severe blow at the fabric 
of confidence in the future. 

My view is that we shall get out 
of this depression by removing its causes, 
The chief of these is a broken equilib 
rium, growing out of strangled inter 
national trade. This has made raw 
materials and farm products pile up 
unsold in the United States, even 
though offered at very low prices, and 
has led to an immense contraction in 
the volume of manufactured goods, and 
in manufacturing activity, though the 
prices of these things have not fallen 
nearly as much as have farm prices and 
raw material prices. 

I would ease off the situation by 
giving emergency credit to prevent 
further forced liquidation of good assets 
at depression levels. And I would 
emphasize the necessity of undeviating 
adherence to sound money and sound 
public finance as vitally important to 
alleviate the fears which have arisen 
with respect to our currency and our 
government credit. 


[Mr. Aldrich further in his statement examined the various pro- 
posals for inflation, and gave strong arguments in opposition to them. 


—EpITor. | 





The Limitations of Small Loans 


Are They a Profitable Investment and How Must 
They Be Managed? 


By HowarD WRIGHT HAINES 


Finance Business,” Dr. M. R. Nei- 

feld says “Few of the banks that 
have opened personal loan departments 
can afford to segregate a comparable 
proportion of their funds for a depart- 
ment without profit. Smaller banks 
with adequate cost accounting systems 
will discover in time for themselves that 
while personal loans can be made more 
profitably than loans of similar amounts 
on the old-time basis, they are not as 
profitable as superficial thinking would 
indicate. Where no segregation of 
activities is made, and where no alloca- 
tion of expenses is followed, the dis- 
covery of the relative unprofitableness 
of the personal loan department will 
be delayed.” ; 

Dr. Neifeld goes further in calling 
attention to the fact that many com- 
mercial bankers have believed personal 
loan departments will educate the bor- 
rower to pay “regularly into a savings 
account, and that then there will be no 
difficulty in persuading him to continue 
the desirable piling up of reserve funds 
on a regular savings schedule.” 

“This reasoning,” he says, “seems to 
be a pious hope rather than a fact. 
It naively overlooks fundamental fac- 
tors. Many borrowers pay off one 
loan only to begin on another imme- 
diately. Many others renew balances 
on the old. Others resent any implica- 
tion of direction in their personal 
affairs after the business transaction is 
completed. Some gain in deposits will 


accrue but it is questionable how 
much.” 


[ his recent work, “The Personal 


SHOULD VIEW UNFAVORABLE SIDE 


In contemplating the making of small 
loans it is impractical and misleading 


to view only the gainful side. To 
fail to analyze carefully unfavorable 
tendencies which present themselves in 
any small loan organization means 
future disappointment and __ possibly 
greater loss through lack of anticipa- 
tion. The majority of writers on the 
subject of small loans in banks have 
shown the favorable side, and as 
numerous banks are inquiring into the 
practicality of them, it appears perti- 
nent to consider the limitations of the 
field along with the constructive argu- 
ments. Certain bankers have tried the 
field and because of too numerous 
objections have withdrawn. Others 
have continued to make small loans 
successfully through the past few years. 
Many have decreased and _ restricted 
volume, while a few have increased. 
The strongest objections from these 
numerous bankers are presented here- 
with: 

W.A.G., Indiana, says: “We are 
having some difficulty in collections, 
and have found, too, in our experience 
that regardless of how good they are, 
the endorsers are often reluctant to go 
through with their part of the obliga- 
tion, and the loan after all must be 
made to the individual desiring the 
money.” 

Bankruptcy has been a _ deadly 
weapon against the makers of endorsed 
notes. As incomes decrease delin- 
quencies must increase in the bank’s 
personal loan department. This, in 
turn, demands that endorsers must be 
asked in increasing numbers to assume 
the past due payments which they have 
guaranteed by their endorsements. As 
W. A. G. has just stated, no matter 
how good endorsers may have appeared 
when the loan was made, they feel 
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more or less sorry for themselves when 
asked to pay a note in hard times. 

E. D. McD. 
some vital and also amusing weak- 
spots. “It is seldom,” he says, “that 
new profits are pointed out in the field 
of finance. In 1928 we caught and 
clung to the possibilities of small loans. 
We went into endorsed notes of small 
sizes and built a total of more than 
one hundred thousand by 1930. For 
the first year or two I continued to 
remain one hundred per cent. loyal to 
the small loan. We had some excellent 
profits on paper. When unemployment 
struck the local shops, we found 21 
per cent. of our notes had to be 
adjusted. We also charged off a 
definite number. As we tightened re- 
quirements we found that more money 
must be spent in obtaining credit re- 
ports and information on applicants. 
As times grow tighter fewer loans are 
made and more checking is required. 
Thus expense increases at both ends. 
Soon it appeared that our volume was 
falling. Were we too conservative? 
No. Conditions were such that we 
could not safely approve more than 
43 per cent. of our applicants. That 
meant we were losing the costs of 
investigating 57 per cent. This cost 
reduced the profit on the forty-three 
that were finally approved.” 

E. D. McD. goes on to say that 
before they finally closed their depart- 
ment they “worked out a platform of 
defects. The first plank in the plat- 
form is: personal loans cannot be made 
at bank rates except in periods of 
prosperity. In other words, small loans 
are not bankable in most banks in times 
of depression. While that fact was 
soaking in, a second blow hit us in 
the other eye. Our analyst got to 
puttering around with the little loans. 
After a few days, he inquired: 


“Why don’t you make a greater volume?” 
“Can't,” we grinned sheepishly. “We 
had $100,000 in the department six months 
ago. Now it’s dwindled to less than $60,000.” 
“Why can’t you get more?” he persisted. 
“Costs too much to dig out a few good 
ones from all the uncertain applications.” 


of Minnesota covers 


“In that case,” he concluded firmly, “the 
department should be closed. I have analyzed 
costs closely. At 8 per cent. discount you 
are losing $1.12 on each $100 loaned, if 
total volume is not raised above $100,000.” 


“So that was the second defect. 
Personal loans cannot be made at bank 
rates except in volumes exceeding 
$100,000.” 

It must be pointed out here that 
E. D. McD. did not resort to addi 
tional fees of any kind. A few banks 
have added investigation charges when 
they found discounts too small. Gen- 
erally, however, fees are not considered 
satisfactory. The borrowing public 
usually feels they are only a means of 
asking a higher rate. 


DIFFICULTIES IN COLLECTION 


Wyoming has an idea that should 
be patented. Out there H. M. W. 
warns: “When you feel the first 
symptoms of small loan enthusiasm take 
yourself firmly in hand. Resolve to 
make twenty-five sample loans. Then 
put them in a case where they cannot 
contaminate good, honest notes, and 
watch them start the dirty work. So 
many minor drawbacks will develop 
from those innocent looking little loans 
that they will take two-thirds of the 
institution’s personnel to keep them 
under control. Some will want their 
payments cut. Others will pester from 
morning until night for more money 
than the bank can loan and not getting 
their way will go out and ‘cuss’ the 
bank. The third note will miss the 
payments and absolutely refuse to 
answer notices or “phone calls. Co 
makers will be notified persistently and 
finally one of them will drag in and 
say he and the others are out of work. 
Holy Smoke! That’s the note we tore 
into shreds to prevent entire loss of 
control. The fourth actually makes a 
payment without being notified, while 
the fifth is sick and wants the payment 
postponed until the first of next month. 
The sixth pays $3.25 but needs a new 
receipt book. The seventh calls to say 
he will be a day late and seeks advice 
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on whether the bank might loan him 
$300 more to invest in a good diamond. 
So it goes on down the twenty-five. If 
we did them all you’d go loco.” 

It appears that H. M. W. has over- 
drawn the arguments a bit for the sake 
of humor, but his meaning is clear. 
We take it he has done the whole 
twenty-five and is loco. Be this as it 
may, his point is correct. Small loans 
are a highly detailed business and to 
be handled with the most satisfaction 
and efficiency must be handled sepa- 
rately and if possible in sufficient 
volume to warrant the employment of 
a small loan manager. Under this 
arrangement the troublesome details are 
handled in a mechanical manner with 
much less bother to other employes of 


the bank. 


BANKS CANNOT LOAN ON CHATTELS 


S. D. of Louisiana mentions among 
other things that “we tried loaning on 
washing machines and other chattels. 
We found that most borrowers pay 


well while making money, but when 
thrown out of work they can’t pay, 
and trying to sell repossessed goods is 
a very expensive job for a bank. 

“A bank would need a collector to 
make personal calls for payments or 
for goods and dispose of them. That 
might work, but that would be running 
a personal finance company.” 

So it would. Clearly small loans 
in banks cannot include chattels. 

While G. W. R. of Ohio objects 
to “loans of this nature . . . because 
they cannot be rediscounted with the 
Federal Reserve Bank.” 

By the way, we noticed the Federal 
Reserve Board recently classified de- 
posits made on savings loan notes as 
deposits within the meaning of section 
nineteen of the Federal Reserve Act, 
and, accordingly, member banks are 
required to maintain reserves against 
them. So it may be possible that in 
time gilt-edge small loans may be 
rediscounted. 

C. W. P. in Oregon thinks “that 
in order to make it profitable we 


should handle loans aggregating at 
least $250,000.” 

S. P., New York City, is convinced 
that “the argument that a personal 
loan plan would create many new 
small contacts may have appealed to 
our philanthropic instincts in 1928, 
but now at a time when we have 
determined that small accounts cause 
us more expense than they are worth 
and are being service-taxed accordingly, 
this type of contact seems to lose its 
pull. Just how many small borrowers 
can be educated into savers? Once 
it was quoted as 22 per cent. Now 
it has dropped to 8 per cent. Who 
wants the eight?” 

Put in this light it does seem like a 
lot of work for a small reward. Gen- 
erally speaking, though, we are doing 
considerably more work these days 
for less and it appears that when 
handled in large volume even the 8 
per cent. developed through the small 
loan plan will be worth while to many 
banks. 

J. E. B., Texas, decides that one of 
the “worst features about endorsed 
notes is that in difficult times the 
endorsers must pay some of the notes 
and, invariably, they are reluctant to 
do this. Sometimes they even accuse 
us of not using due diligence. Of 
course, their contention cannot be 
borne out, but nevertheless, after settle- 
ment is made, they are not so kindly 
toward the bank as before.” 

J. E. B. says further that his bank 
has not stopped making little loans, 
but makes only a small number as 
accommodation to customers who seek 
a monthly-payment plan. He feels, 
after several years of trial, that most 
banks should make serial-payment notes 
on a small scale along with short time 
commercial loans. “We believed,” he 
goes on, “that an increased rate of 
interest could be derived from discount- 
ing such notes. We know now that 
although $8.00 a hundred on a twelve- 
payment loan figures to exceed 16 
per cent. per annum on the investment, 
there are great dangers that before the 
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twelve payments are collected, total 
costs of making, collecting and servicing 
will exceed the $8.00.” 

And Vermont has a kind thought 
for the borrowing public. N. A. N. 
tried out personal loans, but has re- 
stricted volume during the unemploy- 
ment situation. “We gave good service 
to small borrowers,” he assures us, “for 
a couple of years. When deposits fell 
off our board voted to discontinue loan- 
ing for a while. Of course, we could 
not serve our small loan customers 
longer. We were in the small loan 
business long enough to realize that 
people of small and medium income 
need money badly at times. Frequently 
they need it quickly. It is quite unfair 
for any institution to maintain an inter- 
mittent service in personal credit. The 
large number of small borrowers are 
entitled to a consistent loan plan on 
which they may depend for money 
twelve months out of the year. Banks 
at almost all times and places have 
been subject to fluctuating loan funds, 
and thus could not offer a permanent 
assistance to many worthy borrowers.” 

We suppose N. A. N. may also 
feel sorry for larger borrowers whom 
the banks cannot serve in hard times, 
although their needs are not usually 
for emergencies as is the case with 
small loans. No doubt the big bor- 
rowers can survive without getting 
their loans approved, while the small 
ones might suffer real hardship with- 
out credit of any kind. It’s a good 
thought, N. A. N. The next time we 
open a personal loan department we 
won't begin until we know we can 
keep it up through thick and thin. 

But F. F. of New Jersey goes directly 
to the social structure when speaking 
of small loans in banks. “Perhaps 
many banks,” he says, “thought the 
social situation demanded more legiti- 
mate sources for small borrowers to 
obtain credit. Our directors talked 
about our folks in this town having no 
place to get money at bank rates. Our 
shop-workers were forced to go to 
unlicensed loan offices and pay $5.00 
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Our 


to get $10.00 for thirty days. 
department is operating successfully, 
That is, it has helped correct an evil 


situation locally. We are not making 
much profit from small loans. We 
have found that very little profit can 
be made at bank rates. And we believe 
that is the greatest limitation of small 
loans in banks.” 

We might add here that the National 
City Bank of New York City has 
accomplished much in offering a reason- 
able and safe place for salaried men 
and women to obtain credit. Its 
millions of dollars loaned each year 
have helped overcome _ illegitimate 
money-lending schemes. The same 
holds true of many other large banks 
in many states. 

In this same line of thought, B. U. D. 
of Nebraska feels that “tat bank rates 
a bank must loan to only the highest 
type of small borrowers. This pre- 
cludes a large volume in most cases, 
and for this reason only a limited 
social service is rendered. Real service 
in personal finance still rests with 
finance companies in states where the 
courts and lawmakers have recognized 
the high cost of making and collecting 
little loans.” 

And so it is that we have gathered 
together a list of limitations well worth 
considering. Most of the defects men- 
tioned will be found in some degree 
no matter where the department may 
be in operation. It is difficult to 
measure the merits and demerits of 
personal loans in operation. Small 
loans create a certain amount of insti’ 
tutional advertising. Their value as 
carriers of good will toward any bank 
depends greatly on how the borrowers 
are received and handled. Any bank 
opening such a department is accorded 
the honor of being a public-spirited 
institution. Formerly we have done a 
good many things gratuitously for the 
purpose of creating this effect. Now- 


adays we are drifting further and 
further away from free service when 
immediate returns cannot be foreseen. 






Stopping Leaks 
In Business 


B tices « houses are now more 


diligent than ever before in fore- 

stalling losses. The margins be- 
tween gross and net profit do not permit 
even the smallest leak. One item of ex- 
pense which is being more carefully 
watched is the cost of travel by execu- 
tives and salesmen. Costs are pared 
and unforeseen trips are reduced to a 
minimum. 

All such travel requires ready funds 
to meet day by day expenses. If these 
funds are in the form of cash there is 
the serious risk of loss or theft. Such 
losses are more frequent than is gen- 
erally realized. Cash in itself is a dis- 
turbing travel companion. The close 


Steamship _ tickets, 


hotel 


relationship which exists between a busi- 
ness house and its bank makes it pos- 
sible for the banker to materially aid in 
lessening these potential losses. 

In the same way that advice is given 
on credits, advice can also be given on 
safeguarding the firm’s travel funds. If 
organizations are encouraged to equip 
their officers and salesmen with Amer- 
ican Express Travelers Cheques, a worth 
while practice is started, which soon be- 
comes a routine rule of the firm. This 
practice results in an ever-increasing 
profit to the bank. 

There are many firms which have es- 
tablished this rule. 
tion. 


It is a wise precau- 


reservations, itineraries, 


cruises and tours planned and booked to any part of 
the world by the American Express Travel Service. 


AMERICAN EXPRESS TRAVELERS CHEQUES 


AND TRAVEL SERVICE 
ik LU 
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Bankers in the New Era 


Can Our Bankers Assume Leadership? 


By E. Haypen HuLL 


tically to have abdicated in our 

present emergency. Politics has 
been making serious efforts at leader- 
ship in the financial, economic and in- 
dustrial fields, and will make more. But 
except for the duration of extreme 
emergency, dictatorial powers in this 
country can hardly be more than tem- 
porary, even on the part of the Presi- 
dent. Permanent leadership, informed 
and experienced leadership, is necessary 
from within the economic structure 


[Testy 0. leadership seems prac- 


is being assumed to a considerable de- 
gree by government. 


BANKER A TECHNICAL FINANCIAL 
EXPERT 


Nevertheless, the banker is the tech- 
nical expert in finance, and through his 
administration of credit he is also the 
instrument for controlling a large part 
of the functioning of our entire eco- 
nomic system. He has two other great 
advantages. Whatever may be the 


Whatever may be the present mood of a part of our popula- 
tion, the banker always has stood and always will stand in a 
favorable psychological position with respect to the public. 


From 


the very nature of his position in the community, people listen 


when a banker speaks. 


itself. That leadership must also be in 
a position to make its findings effective 
in action. The most pervasive and in 
fluential factor in our present system is 
money and credit. The finger seems to 
point directly at our bankers. 

Can our bankers assume such leader- 
ship? Many of them feel that they are 
distinctly out of favor with the public 
by reason of various things which have 
happened to our financial system, even 
though many of these things are more 
the fault of the public than of the 
bankers. Nevertheless, the bankers are 
hesitant about assuming a leadership 
which extends out into the entire eco- 
nomic system, and outside of their par- 
ticular province of finance. Further- 
more, they are assailed by many poli- 
ticians, and the initiative in making 
changes even in our financial procedures 


present mood of a part of our popula- 
tion, the banker always has stood and 
always will stand in a favorable psy- 
chological position with respect to the 
public. From the very nature of his 
position in the community, people 
listen when a banker speaks. 

Second, the bankers have actual in- 
struments of great power. More uni- 
versally than any other single group 
they can extend their influence through- 
out every part of the country, and 
affect its operations. Furthermore, the 
procedures of the banker are largely 
governed by reason, logic and facts, by 
planning and carefully established 
policies, whereas the politician, his 
nearest rival in some respects, is perhaps 
apt to be governed by the emotional re- 
action of his own political constitutents. 
If we are to have orderly, effective and 
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permanently successful modifications in 
our national economy they are most 
likely to come through the operations of 
intelligent and foresighted planning, and 
unified direction. 


FURTHER UNIFICATION “OF BANKING 


The banker may at once object that 
unified direction is exactly the thing 
which is lacking in banking itself. This 
is perfectly true. The further unifica- 
tion of our commercial banking system 
is probably one of the things which we 
need, and for a variety of reasons. 
However, complete unification in the 
beginning is not absolutely necessary. 
If strong leadership in the banking field 
appears in connection with our eco- 
nomic difficulties, it will not only have 
available the concentrated influence 
which the best institutions already exer- 
cise in finance, but also, under our 
present circumstances, such leadership 
would undoubtedly attract an eager 
following from among those at present 
in a relatively independent banking 
position. In fact, the development of 
such leadership in the economic field 
might turn out to be one of the 
strongest forces making for unification 
within the financial field itself. 

Such banking leadership, to be effec- 
tive, must be not only institutional but 
also personal. The prestige of great 
institutions is necessary as a_ back- 
ground, but the public itself responds 
most eagerly to individuals. Inasmuch 
as public acceptance and co-operation 
must be attained, a few strong men 
must be put forward as the visible 
heads of the total enterprise. 

A second factor to which the public 
will respond is that of cash. If they 
see that money and credit rather than 
words and exhortations are to be em- 
ployed, their interest will be instant. 

The third factor is the program, or 
programs, to be carried out, and this 
brings us of course to objectives and 
methods. The first thing to ask, is 
what we want to accomplish. But any 
real program for a whole economic 
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structure must necessarily consider fun- 
damentals as well as immediate circum- 
stances. Only by searching these fun- 
damentals can the best remedies for im- 
mediate circumstances be found, and 
security and progress be assured for the 
future. 

There may be disputes as to what 
some of the fundamentals are, but there 
is one that seems perfectly obvious, and 
it has a number of weighty ramifica- 
tions. 

It is that no forms and methods of 
society can endure permanently which 
do not satisfy in reasonable degree the 
fundamental requirements of human 
nature itself. That is, society must 
offer normal and reasonable expression 
to all of the important personal drives 
of man, and satisfy his basic human 
needs. 

If we accept this it throws a rather 
interesting light on some very broad 
questions. 


DIFFICULTIES OF CAPITALISM 


It shows us that the present difficul- 
ties and excesses of capitalism, from 
the human standpoint, are really not 
due to the institution of private prop- 
erty itself, but to the fact that the 
purely selfish and acquisitive motives 
have been overemphasized, and this has 
therefore reduced the emotional level 
of some of our business pretty much to 
that of the savage in the jungle. It 
has limited human nature in business, 
with respect to some of its finest social 
qualities. 

Our principle shows on the other 
hand, that the trouble with communism 
is that it has overemphasized these 
social impulses, and has thwarted or 
even extinguished, as far as it can, the 
desire of the individual to express him: 
self and get things for himself as an 
individual. It has accordingly limited 
human nature in some of its most per- 
sonal attributes. 

We see that the trouble with Fascism, 
in turn, is that it imposes an arbitrary 
rule which, while it may be beneficent 
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in many respects, reduces the individual 
in other respects to what is essentially 
the status of a slave. 

These are three extremes and when 
we examine them in this light we recoil 
somewhat from each. Yet each is 
merely the excessive expression of some 
great truth which is absolutely vital to 
the continued progress of civilization in 
its present complex form. 

On behalf of capitalism we readily 
agree that we must have individual 
initiative and the right to acquire and 
keep property. These minister to the 
personal self, in a way in which nothing 
else can. But in addition we need 
more actual social co-operation. Man 
is a gregarious and friendly animal. His 
work life is the most important single 
factor in his total activities. This work 
life must therefore include co-opera- 
tion with others for the. good of all. 
Furthermore, we need planned and au- 
thoritative direction. But the extremes 
of Fascism should not be necessary for 
us. Organized direction is properly not 
the extreme application of arbitrary 
power but should be rather the expres- 
sion of leadership in developing and 
co-ordinating both individual effort and 
social co-operation. 


FOSTERING CO-OPERATIVE ENTERPRISE 


It appears then that with these gen- 
eral goals in mind, banker-leadership 
might set up as its first policy that co- 
operative enterprise would be the thing 
initially fostered. This in turn will act 
as a help toward the other two desir- 
able general ends: the retention of in- 
dividual initiative in acquiring private 
property, and the planned direction of 
economic processes. A development of 
co-operation automatically decreases the 
effect of greed, modifies the necessity 
for the more ruthless forms of control 
from the top; it also co-ordinates eco- 
nomic aims, facilitates economic balance 
and encourages human nature to be at 
its best. People who are working to- 
gether in their common interest learn 
to consider others more fully, value 


social recognition more highly, and are 
more amenable to wise economic leader- 
ship in the social interest. 

The approach through co-operation is 
also more practical for the banker- 
leader. He cannot set himself up as a 
Mussolini, even if he would. He can- 
not organize a more social state, for it 
is out of his field. But he has already 
in his hands most of the instruments for 
the middle course. He controls the 
sinews of action. Furthermore, by seiz- 
ing this opportunity promptly and 
vigorously, he can perhaps forestall un- 
wise proposals which might otherwise 
be tried. The public is looking for 
real leadership from within. They are 
impatient because it has not yet ap- 
peared. They will follow it when it 
does appear, and thus make the con- 
tinuance of dictatorial powers by the 
President no longer necessary. 

Such leadership should be assumed 
frankly as looking principally toward 
the future, the building of hope and 
confidence for the years to come. As 
a practical matter of human nature, 
leadership from within on some of our 
more immediate problems has _ been 
muddled for so long that the oppor- 
tunity for real leadership has possibly 
passed in the public mind. Trial and 
error, or impatient activities of a revo- 
lutionary character by sections of the 
public, are in possible prospect here. 

But the best way to avoid the latter 
is by just such leadership as we have 
been considering. The public does not 
attempt to overturn a social order 
which holds good promise of affording 
them comprehensive satisfactions in the 
future. The only incentive to revolu-: 
tionary activities is the hope of getting 
exactly these satisfactions. In _ the 
meantime there is co-operative ma- 
chinery which can actually be set in 
motion, in individual enterprises and in 
groups. Even many of the unemployed 
could definitely be put to work making 
things for each other, and such a timely 
and popular undertaking would also 
be a powerful antidote for unrest. 
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Sound leadership then consists in 
actually starting to do something, and 
then showing the public where this: is 
going to develop still more definite and 
permanent results in getting for them 
what they want and need. 

As a matter of fact the principle of 
co-operative enterprise fits into this pic- 
ture extremely well also in other re- 
spects. Everybody understands its gen- 
eral meaning; it is a timely answer to 
the more social and gregarious instincts 
which have been stimulated in our 
population by their troubles; it also lays 
a normal and humanly satisfactory 
groundwork for that better balanced 
industrial economy which we all admit 
is a prime necessity for our survival; it 
sets this up in terms whose significance 
and development everybody can grasp; 
finally, it holds out to each competent 
individual a chance to get more out of 
life for himself. 
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But co-operative enterprise is not a 
cure-all. It may become, in the public 
mind, the spearhead of attack on our 
unbalanced economy. Other and less 
spectacular activities are also needed. 
Among these are such as the closer and 
more enlightened control of credit for 
productive enterprises and consumer 
purchases; financial policies of govern- 
ment regarding industrial taxation; pub- 
lic education in sound financial eco 
nomics—these point again in one way 
or another to the central position oc- 
cupied by the banker. 

It may be added that the typical 
mental scope of the banker qualifies him 
above all others to grasp and actually 
adjust the complexities of our modern 
industrial civilization. 

The banker can assume a true leader: 
ship if he will. And if he does not, 
what may happen? 

Anything. 


The Spirit of the A. I. B. 


A RECENT issue of The Hudson County 
Banker reproduces a letter from the 
First National Bank of Hoboken in 
which the statement is made that “only 
those (employes) who are graduates of 
the American Institute of Banking, or 
who were engaged in taking one of the 
courses of the Institute, or had com’ 
pleted in some academic institution a 
course of similar nature would be con- 
sidered for future promotions.”. The 
Essex County Banker, commenting on 
the above, remarks, ““A chapter is lucky 
which can command the whole-hearted 
support of its banks. Yet such support 
can be too enthusiastic.” A fear is 
stated that the note of compulsion in 
this letter might destroy the spirit of the 
A. I. B.—“voluntary pursuit of higher 
banking education and fraternal con- 


tacts.” It seems to us that in such a 
discussion we should not lose sight of 
the fact that the important considera- 
tion is the banking business. The pur- 
pose of the A. I. B. is to contribute to 
the progress, stability and welfare of 
banking. That should be the motivat- 
ing spirit of the institute. The banking 
business has a right to insist that those 
elevated to positions of responsibility 
should be trained and qualified. In fact 
if the banking business does not insist 
that all its officials show evidence of 
superior qualifications the state will. 

In such we see no unwarranted com- 
pulsion. We believe it is in keeping 
with the spirit of the A. I. B., but if 
we are wrong the A. I. B. then must 
have a spiritual awakening —The Bank 
Man. 





The Trust Agreement 


Legal Points to Be Considered 


By CUTHBERT LEE 
Former Trust Supervisor, Guaranty Trust Company of New York 


out the intentions of the grantor 
in a completely satisfactory man- 
ner. The most frequent cause is the 
presence of defects in the trust agree- 
ment. These defects are in some cases 
the fault of an incompetent attorney. 


pape eae of trusts fail to carry 


even if it were not it should not draw, 
nor have drawn by its counsel on its 
own initiative, a trust agreement to 
which it is to be a party. It should, 
however, examine the agreement. After 
the agreement is executed and accepted 
the trustee must administer the trust in 


Spending any appre- 
ciable amount of 
money for the draw- 
ing of a paper seems 
to many persons sheer 
waste; of course such 
an attitude is com- 
pletely unreasonable, 
because the drafting 
of a trust instrument 
requires a wealth of 
knowledge and ex: 
perience and if it is 
well done it is pro- 
ductive of enormous 
satisfaction. If it is 
poorly done the 
trouble which may be 
caused is immeasur- 
able, and the money 
saved by paying the 
fee of an inexperi- 
enced lawyer instead 
of the slightly higher 
fee of a widely ex- 
perienced and_ thor- 
oughly competent 
lawyer is quite apt 
to be lost to the 


trust estate or the parties individually 
This point should be 
made by the trust executive consulted _ ties. 


many times over. 


HE author thanks Messrs. 

H. L. Standeven, vice-presi- 
dent of the Exchange Trust Com- 
pany of Tulsa, Okla., and vice- 
president of the Trust Division 
of the American Bankers Asso- 
ciation; Harold Eckhart, secre- 
tary of the Harris Trust and 
Savings Bank of Chicago; 
W. T. Perkerson, vice-president 
and trust officer of the First 
National Bank, and vice-presi- 
dent of the Trust Company of 
Atlanta, Ga.; and J. L. Heffer- 
nan, assistant trust officer, First 
Trust & Deposit Company, 
Syracuse, for valuable sugges- 
tions received in the form of 
specific examples from their ex- 
perience or points to be covered 
in this or subsequent articles. 
Trust men are requested to co- 
operate in making these articles 
the last word on trust adminis- 
tration, by sending in sugges- 
tions of any nature, addressing 
Cuthbert Lee, c/o The Bankers 
Magazine, 185 Madison Ave., 
New York. 


can be 


trusted to 
which may overcome any legal difficul- 
The trustee itself may be able to 


strict accord with its 
provisions as. they 
are; and very often 
indeed the provisions 
place the trustee in a 
quandary as to what 
action it must take. 
The corporate fidu- 
ciary of long and 
wide experience has 
met such problems 
again and again, and 
is usually able with 
the assistance of its 
counsel who have 
rich experience in 
trust law to pick out 
beforehand the points 
in an agreement 
which might cause 
doubt, controversy 
and expense. 

For this reason the 
future trustee. should 
always examine the 
agreement in the draft 
stage, and have it ex- 
amined by its own 
counsel. The latter 
suggest changes 


by a prospective grantor, because it is 
equally in the interest of the trustee 
that the instrument under which it is to 
operate be well constructed. 

The corporate fiduciary is prohibited 
by statute from practicing law, and 


suggest changes which do not concern 
the legal effect of the agreement but 
which will eliminate peculiar, trouble- 
some or unworkable provisions from the 

standpoint of practical administration. 
For instance, nothing is gained by in- 
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cluding in the agreement a provision 
that income is to be paid quarterly un- 
less this is specifically desired, when the 
beneficiary may later wish to receive his 
income semiannually or monthly and 
the trustee might have some hesitancy 
about departing from the terms of the 
agreement. In practice the trustee if 
permitted will pay the income at the 
convenience of the beneficiary. As an- 
other instance the agreement should not 
specify that income is to be paid to the 
draft account of the beneficiary in a 
certain bank, for the beneficiary may 
later desire to change his bank or to 
have income paid to him direct by check. 
Also, if it is the custom of the trust com- 
pany or bank chosen as trustee to pay to 
itself its commissions on income once 
a year, a provision that commissions are 
to be taken on each payment of income 
when such payments are made may be 
bothersome. 

When such a provision is found it is 
very probable that the wording was only 
intended to provide that commissions be 
taken, and that it did not represent any 
definite desire of the grantor but was 
merely put as it was because the grantor 
and his attorney did not know that the 
‘corporate fiduciary in the case was ac- 
customed to take commissions annually. 
Such, in fact, is the history of a good 
many provisions which were never in- 
tended to mean precisely what they say. 
In some cases a doubtful point will be 
found to have been included rather 
against the wishes of the lawyer who 
drew the agreement, because of his 
client's whim, and the objection of the 
trustee may constitute just the moral 
support which will make it easier for the 
lawyer to carry his point, to the benefit 
of the grantor himself and the satis- 
factory operation of the trust. Prac- 
tically every attorney who is retained to 
frame a trust agreement requests the 
future trustee to examine the draft, as 
he well understands the value of com- 
plete accord in the ideas and plans of 
the grantor, the attorney and the 
trustee. 

The agreement should set forth that 
the property given to the trustee is the 
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One agree- 


ee 


property of the grantor. 
ment phrases this statement: 
all of which property constitutes his own 
separate and private estate, and is not 
subject to the lien, claim or interest of 
anyone.” Occasionally a man will as 
sole grantor create a trust with assets 
some of which are contributed by him- 
self and some by another member of his 
family with the understanding that the 
latter will through him share the in- 
come. Or some of the assets may belong 
to an infant or other relative who is 
incompetent to give consent or is igno- 
rant of the transaction. Patently such 
situations may give rise to later claims 
and litigations. 

Likewise a foreign grantor may seek 
to place in a trust to be governed by the 
laws of the trustee's jurisdiction prop- 
erty which under such laws he would 
appear to possess but which under the 
laws of his own jurisdiction, particu- 
larly if he resides in a civil law country, 
may be subject to the lien of other mem- 
bers of his family. The matter of juris- 
diction and conflict of laws is not as yet 
sufficiently clearly defined to free the 
trustee from possible trouble in such 
cases. 

It is well understood that a person 
may no more hinder existing creditors 
by a conveyance in trust than by any 
other transfer. If the grantor is in- 
solvent the possible result of accepting 
the trust is that the trustee will be sued 
and lose the trust and the cost of ob- 
taining the business and of setting up 
the records. 


PAYMENT OF PRINCIPAL 


A draft may be found to provide that 
“Upon the written request of the bene- 
ficiary the trustee shall pay over to him 
as income not to exceed $5000 of the 
principal of the trust in any year.” The 
wording “as income” is unusual, and 
gives rise at once to doubt as to whether 
the trustee should credit these amounts 
to income and pay them out of income, 
or pay them direct out of principal. In 
any such case the corporate fiduciary 
would greatly prefer to forego the extra 
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commission on income and to have the 
questionable wording eliminated, rather 
than have any doubt remain. 

The satisfactory way of permitting 
withdrawals is by a more definite clause 
such as (after enumerating other rights 
of the grantor): “At any time and from 
time to time by a notice in writing de- 
livered to the trustee to withdraw from 
the principal held hereunder $5000 or 
any part thereof in any calendar year, 
provided that the total of such with- 
drawals shall not exceed the sum of 
$15,000.” 


LEGALITY OF PURPOSES 


There may in some cases be doubt as 
to the legality of the purposes to be ac- 
complished by the trust agreement, when 
it appears to violate the rule against 
perpetuities, or is for some such end as 
the maintenance of a homestead as long 
as descendants of the family shall live 
there. In any doubtful case the trustee 
may decide to accept appointment upon 
the condition that it shall at once bring 
an action for construction of the agree- 
ment, and that if the suspected provi- 
sions are not upheld it shall resign. 

If the trust is declared illegal there 
will be no trust and hence no assets sub- 
ject to the trustee’s control out of which 
to pay costs; so that the trustee in such 
a case will wish beforehand to obtain 
from the grantor a satisfactory under- 
taking to pay all expenses involved. 


EXAMINING THE PROPOSED ASSETS 


Before accepting a trusteeship the 
trustee will also wish to know what the 
assets are to be, and to make a careful 
examination of the list. Certain assets 
may be found to be such as the trustee 
would be obliged to sell, or would con- 
sider undesirable to hold; in that case 
the trustee will prefer not to accept 
them, and may suggest that the grantor 
sell them outside the trust as soon as he 
can succeed in doing so and then add 
the proceeds to the principal of the trust 
in the form of cash. 

There may be no provision in the 
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agreement permitting the sale of those 
assets, so that if the trustee accepts them 
it may be under the necessity of holding 
them for years for practically no com- 
pensation. If their market value is 
slight the principal commissions thereon 
will be small, and if the interest or divi- 
dends are little or nothing there will be 
small income commissions to be derived 
therefrom or none at all. 


FAMILY BUSINESS 


One type of asset which merits espe- 
cial scrutiny is stock in a family busi- 
ness. It may be the natural opinion of 
the grantor that this stock constitutes 
an excellent investment, whereas it is 
not one which would tend to appeal to 
a trustee. It does not follow that the 
grantor is better able than the trustee to 
decide whether the stock should be held 
as a trust investment or sold. It has 
been demonstrated that persons close to 
the inner workings of a business may be 
unable to estimate the value of its securi- 
ties as investments; they are apt to be 
prejudiced and either to underestimate 
the possibilities or exaggerate them. Of 
course there is no reason why the 
grantor cannot put stock of his family 
business in a trust and have it held there 
indefinitely, provided the agreement is 
so drawn as to protect the trustee in 
carrying out his desires. 


ACCORD ON HOLDING SECURITIES 


It is highly important that the grantor 
and the trustee understand each other’s 
intentions regarding the original securi- 
ties. Many a grantor creates a trust 
under an agreement placing the invest- 
ment responsibility on the trustee and 
then is astonished, hurt or angry when 
the original securities which he gives 
the trustee are promptly decimated by 
sales. If the trustee’s examination of the 
proposed securities shows some that it 
cannot hold under the terms of the 
agreement as drafted, or which it will 
prefer to sell, the grantor should be in- 
formed of this fact before he executes 
the agreement. He may then indicate 
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that he has no objection to the sales pro- 
posed, or may alter the portfolio, or 
may so revise the instrument that the 
trustee may properly, under the changed 
terms, receive and retain the securities 
in question. 


REGISTRATION OF SECURITIES 


Some trust agreements provide for 
registration of registered securities in 
the name of a nominee, by some such 
wording as the following: “The trustee 
is authorized to register securities in its 
own name or in the name of its nominee 
in order that sales, transfers and other 
transactions may be facilitated.” 

The provision in this form is unsatis- 
factory because it may imply that securi- 
ties are only to be kept in the name of 
a nominee when sales or transfers are 
contemplated, and may raise doubt as to 
the propriety of so registering securities 
or keeping them so registered when they 
are to be held indefinitely and no trans- 
actions are contemplated. If it is in- 


tended by the grantor to empower the 
trustee to place securities in the name 
of a nominee only when their sale is 
contemplated, that fact should be made 


clear. On the other hand if it is. the in- 
tention that securities be held in the 
name of a nominee the provision should 
so state, without qualifications. 

Practically all modern well drawn 
trust agreements provide for permanent 
nominee registration, by some such 
clause as. “The trustee is authorized 
and empowered in its sole discretion to 
hold securities and property unregis- 
tered, or registered in its own name or 
in its name as trustee or in the name of 
a nominee or nominees.” 

Modern trust agreements usually free 
the trustee from the duty of calculating 
and making amortization of the pre- 
mium on bonds purchased above par. 
This provision should be inserted, be- 
cause if amortization is not mentioned 
the trustee is obliged to provide for it, 
which means a great deal of labor in 
connection with amounts which are gen- 
erally small. 

An attempt to cover the matter is 
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made by some trust agreements in the 
following unsatisfactory manner: “The 
trustee is empowered to purchase securi- 
ties at a premium, and to charge the 
premium either to principal or incoine 
or partly against principal and partly 
against income, in its discretion.” The 
first phrase is redundant, because with- 
out it the trustee has power to purchase 
securities at a premium. The latter pro- 
vision may well be illegal because under 
it the trustee could presumably repeat- 
edly buy bonds at a premium, pay the 
premium out of income, sell the bonds 
and credit the whole of the proceeds in 
the normal manner to principal, thus 
affecting a steady and permanent ac- 
cumulation of income, which if the 
beneficiary were an adult would be a 
contravention of law. 

The provision would only cause 
doubt and does not settle for the trustee 
the problem of whether or not to amor- 
tize. This problem the agreement should 
resolve in a clear-cut manner, such as: 
“The trustee shall not charge against 
income any part of the cost of securities 
or property purchased or acquired at a 
premium.” 


JURISDICTION 


Students of international law from 
every part of the world come to the 
United States for their training because 
here within our national borders we 
have a complication of laws of many 
state entities which furnishes a wealth 
of material for their study, with Federal 
jurisdiction superadded to make the 
problem more interesting. The follow- 
ing embodies the best opinion on con- 
flict of laws as related to voluntary 
trusts; but it must be understood that 
the whole matter is in a chaotic condi- 
tion and that each given case must be 
studied with care by counsel. 


TRUSTEE’S STATE 


In general a trust agreement is deter- 
mined to be valid or invalid, and is in- 
terpreted, under the laws of one state. 
In the more usual case this is the state 
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where the trustee and the grantor are 
domiciled. Different domicil or na- 
tionality of the beneficiary does not re- 
move the jurisdiction to another state 
or country. 

If the grantor is a resident or citizen 
of another state or foreign country and 
there executes the agreement, the juris- 
diction is nevertheless usually considered 
to be that of the trustee's state, provided 
that the trustee executes the agreement 
in its own state. To remove part of 
any possible doubt, however, it is best 
to have the grantor execute the agree- 
ment in the trustee’s state. In addition 
the agreement recites specifically that 
its administration is subject to the laws 
of that state, as indicated below. 


FOREIGN STATE 


It would appear to be practicable for 
a trustee to administer a trust under 
the laws of another state. In one 
method used to accomplish this purpose 
the agreement names a trustee resident 
in the grantor’s state, and is there ex- 
ecuted by that trustee and the grantor. 
The agreement provides for the resigna- 
tion of the trustee at will and the ap- 
pointment by the trustee of a successor. 
The original trustee resigns and gives 
due notice as provided of resignation 
and the appointment of the corporate 
fiduciary, not located in the foreign 
state, as successor trustee. The latter 
then executes its acceptance, and thence- 
forth administers the trust as one subject 
to the laws of the state in which the 
agreement was originally executed. 
Whether this ingenious device will hold 
water can only be confirmed by sufhi- 
cient future cases. It is based on the 
sound theory that a change in domicil 
of the trustee does not affect the trust 
in any way. 
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No one factor has been fixed upon by 
the courts as determining either the 
jurisdiction whose laws shall decide the 
validity of the trust or the jurisdiction 
whose laws shall govern its administra- 
tion. In various cases the courts have 
given consideration to one or more of 
the following factors noted at the time 
of the creation of the trust: location of 
the trust assets, which has been inter- 
preted as either the physical location of 
security certificates or the location of 
the business in which they evidence an 
interest; domicil of the grantor; domicil 
of the trustee; location of the adminis- 
tration; intention of the grantor. 


NAMING STATE OF ADMINISTRATION 


The last has on the whole been given 
the most weight, and it is therefore wise 
to suggest that in every trust agreement 
there be inserted a clause to some such 
effect as: “This agreement is executed 
under the laws of the State of New 
York and all matters concerning it and 
the trusts created thereby and their ex- 
ecution and administration shall be 
governed and determined by the laws 
of such state alone.” 

Many cases, but by no means all, are 
settled by the existence of an amend- 
ment, which took effect April 28, 1930, 
to the New York Personal Property 
Law: “Whenever a person being a citi- 
zen of the United States, or a citizen or 
a subject of a foreign country, wherever 
resident, creates a trust of personal 
property situated within this state at the 
time of the creation thereof, and de- 
clares in the agreement creating such 
trust that it shall be construed and 
regulated by the laws of this state, the 
validity and effect of such trust shall be 
determined by such laws.” 








Sir Fevix ScHuster, Bart. 
At his desk in the Princes Street Building of the National Provincial Bank, Limited, London. 


A Distinguished London Banker 


EW London bankers are better 
fF known in financial and commercial 
circles than Sir Felix Schuster, of 
the National Provincial Bank, Limited. 
Sir Felix was born in 1854 and was 
educated in Frankfurt, Germany, and 
subsequently at the University of 
Geneva. He completed his studies at 
the Victoria University, Manchester 
(Owen's College) where he attained 
distinction especially in languages, his- 
tory and literature, and this knowledge 
of languages was of great value to him 
throughout his life. 

Sir Felix’s firm dates back from eagly 
in the 18th century and was established 
in England in 1811. He entered the 
family business in 1872 and became a 
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partner in 1879. 


In 1887, part of the 
business of his firm was taken over by 


the Union Bank of London, of which he 


was then elected a director. Previous 
to this, however, he had been a director 
of the Imperial Bank, which was later 
absorbed by the Joint Stock Bank. 

Sir Felix became governor of the 
Union Bank in 1895. His biannual 
addresses to the shareholders, entering 
into topics of wider interest, have led to 
the development of the speeches of the 
bank chairmen into the importance they 
have since attained. 

In 1902, Sir Felix brought about the 
amalgamation of the Union Bank with 
the old banking houses of Smith, Payne 
and Smith and kindred firms, followed 
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by Prescotts and the London and York- 
shire Bank. In 1906, he contested the 
City of London, and a baronetcy was 
conferred on him in the same year. 

In this year he was also appointed a 
member of the Council of India, a posi- 
tion which he held till 1916, during 
which period he acted as finance mem- 
ber of that body. 

Other important positions he has filled 
include: 

Chairman of Council of London Cham- 
ber of Commerce, 1905-6; president of 
council, Institute of Bankers, 1908-9; 


deputy chairman, committee of London 
Clearing Bankers, 1904-13 and 1924; 
chairman, committee of London Clear- 
ing Bankers, 1913-15 and 1925; presi- 
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dent, British Bankers Association, 1925. 

Sir Felix has also taken a great inter- 
est in the International Chamber of 
Commerce, of the council of which he 
has been a member since its foundation, 
and has played a leading part in some of 
its most important congresses and in the 
endeavor to promote a feeling of friend- 
ship and the pursuit of common interests 
amongst the leading nations. He has 
traveled extensively in Europe, the 
United States, Canada, Egypt, India, 
Burma, Ceylon, etc. 

Aside from banking, his interest in 
mountain climbing has been notable, 
while devotion to art and music has 
indicated his appreciation of the beauti- 


ful. 


Seeing Your Bank 


AST month chapter members were 
given their annual privilege of 
visiting the Federal Reserve Bank. 

Among those that applied for tickets 
was an employe of that institution who 
was happy to have the opportunity to 
know more about his own institution. 

An employe of a small bank doubt- 
less knows his own bank. He knows 
personally all the officers and fellow 
clerks, and in general he knows the duty 
of each. He may recognize all the di- 
rectors by sight. He knows every corner 
of the banking quarters, even the direc- 
tors’ room. 

The average employe of a large metro- 
politan bank with its hundreds of em- 
ployes and its scores of branches is 
handicapped in a normal desire he may 
have to know his bank. He may know 
all the officers by name, but he knows 
only a few by sight. He may know the 
addresses of all the branches, but he has 
probably not seen the interior or even 
the exterior of the majority. If he is 
working in the main office of his bank, 
he has probably never had occasion to 
visit the officers’ platform, seldom if 
ever has occasion to visit the other floors, 
and may not even know all the persons 
stationed on his own floor. He may 
envy the bank messenger or runner 


whose duty allows him to visit all 
branches and all departments of a bank. 

Some bank employes are content to 
know only their particular job without 
bothering themselves to ascertain how 
their daily tasks fit into the entire op- 
eration of the bank. Others refuse to 
place such a limitation upon themselves. 
Their normal curiosity leads them to try 
to master the entire operation of a bank. 
They make an intelligent use of maga- 
zines and newspapers. They carefully 
read the annual reports and financial 
monthlies of their own bank. They 
read the published addresses by officials 
of their own and other banks. They 
may not be given the opportunity to 
make a physical visit to all departments 
and all branches of the bank, but they 
make a mental visit that gets at the 
essentials of banking. Such an employe 
satisfies his curiosity and. takes an intelli- 
gent pride in his bank.—Chapter Notes. 
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Teacher: “Johnny, who is the greatest 
prophet the world has ever known?” 

Johnny: “Wilbur Glenn Voliva.” 

Teacher: ““Why, he’s the man who claims 
the world is flat.” 

Johnny: “That’s what I mean.” 


—The Denver Banker. 





The Outlook for Investment Trusts 


After Three Years How Can the Banker Advise His Clients 
About Their Trust Securities ? 


By ARTHUR A. WINSTON AND ELIoT SHARP 


FTER three years of depression, 
Ares" of nearly five billion 
dollars’ worth of investment 
trust securities of the management type 
are in a quandary as to what their atti- 
tude with respect to these securities 
should be. It is, to be sure, part and 
parcel of a general quandary with re- 
gard to all investment questions—but it 
is especially interesting because of the 
fact that this type of security is rela- 
tively new in this country. Remember- 
ing the manner in which the omnis- 
cience of investment trust managements 
was advertised prior to the end of 1929, 
many investors are wondering whether 
the trusts as a group have justified their 
existence. 

Investors who saw the common stocks 
of their trusts tumble precipitately dur- 
ing the first two years of the depression 
are asking questions. Having lost so 
much, should they hold on in the hope 
of recovering their losses in these same 
shares? The manner in which the num- 
ber of trust shareholders has increased 
during the depression would indicate 
that there has been no public unloading. 
But at this point what should the holder 
of these securities do? Should he ad- 
mit that he is defeated and dispose of 
his trust securities? Should he hold 
some and dispose of others? Or ought 
he to hold them all and lift a silent 
prayer in the hope their market prices 
may be lifted on the wings of his 
prayer? 

These are questions which a bank 
client may well ask of his banker. And 
how is the conscientious banker to 
answer them? Let us examine the facts. 

First, with regard to the common 
stocks of management investment trusts, 
there are three striking factors. While 
they declined precipitately during the 
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Showed a 


first two years of the depression, as is 
shown in the chart on page 364, they 
rose against the general trend of secu- 
rity and commodity prices during 1932. 
In this respect they resembled very few 
individual classes of securities, includ- 
ing—incidentally—-leading bank stocks. 
The two other factors relating to these 
common stocks may go far towards ex- 
plaining this unusual 1932 market 
action. 


STOCKS IN “CUSHION LEVELS” 


At the end of 1931 representative in- 
vestment company common stocks were 
selling in the so-called “cushion levels.” 
At prices ranging from one to ten, they 
strong resistance against 
further decline. Assuming that the com- 
panies in which they represented an 
equity interest were going to continue 
in operation, these stocks took on the 
nature of warrants—or calls on the 
future welfare of the country as it 
would be reflected in the portfolios of 
the individual investment trusts. 

Even those trusts whose assets declined 
so far that, after allowing for the claims 
of senior securities, there remained noth- 
ing for the common stocks, found their 
common stocks selling actively in the 
market. A case in point is the common 
stock of Second National Investors 
Corporation which, on December 31, 
1931, had a deficit asset value of $16.01 
and yet was actively traded at prices in 
the neighborhood of $1.25 a share. As 
a consequence, stock buyers came to 
realize that these stocks represented at- 
tractive warrants, especially as they 
could be purchased at prices somewhat 
below the prices of many public utility 
and other warrants. 

For the most part, despite the fact 
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that few of them have any asset value, 
these stocks are still selling in the 
cushion levels, as the following table in- 
dicates : 


Adams Express Company 
American European Securities 
American International Corp. 
Capital Administration Class A 
General American Investors 
General Public Service Corp. 
Second National Investors Corp. 
Tri-Continental Corp. 


d—deficit 


The other factor having a bearing on 
the 1932 rise in representative trust 
shares is the so-called “leverage factor.” 
Leverage is that property supplied to a 
common stock by virtue of its being 
preceded in priority by preferred stocks 
or bonds. While, because of leverage, 
a common stock must absorb all losses in 
assets and act as a buffer for the senior 
capital of a company, it also derives all 
the benefit of increases in assets provid- 
ing senior capital claims are covered. 
Consequently, when portfolios of in- 
vestment companies were declining dur- 
ing 1930 and 1931, all of the decline 
had to be taken up by the common 
stocks until those stocks no longer had 
any asset value, when the brunt fell 
upon the preferred or the bonds. 

Thus leverage not only explains why 
common stocks, as we shall see later, fell 
more drastically than the assets o! their 
companies but it also explains why some 
stock buyers are beginning to realize 
that these stocks would provide superb 
speculative media in any period of re- 
covery. 

Leverage is not merely a theory; its 
operations have been demonstrated in 
past market rallies. In every market 
rally of 10 per cent. or more since 1929 
(as indicated by movements of the 
Standard Statistics 90-stock average) the 
common stocks of eight representative 
trusts have appreciated on an average of 
more than 2.27 times as much as the 
Standard Statistics’ index. From De- 
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cember 20, 1929, to December 3, 1932, 
there were fourteen upward swings 
which exceeded 10 per cent. In arriv- 
ing at this figure, the market prices of 
December 31, 1932 
Common Stock 


Market Asset 
Value 


$ 0.13 
d 1.76 
3.40 
d 2.11 
E35 


eight leverage trust common stocks at 
the beginning and end of each such 
period of general market movement 
were taken, and the percentage of 
change compared with that of the gen- 
eral market. Of course, the exact date 
of the top or bottom prices of each trust 
stock may not have coincided with the 
date of the top or bottom of the general 
market, so that the total range of the 
trust stock is not considered. It is inter- 
esting to note that leverage stocks fluctu- 
ated just as widely in relationship to 
the market averages when they were 
selling at much higher levels. Thus it is 
leverage, rather than their price level, 
which is responsible for the high degree 
of volatility of these stocks. 

So far as the market aspect of the 
trusts’ common stocks—measured by the 
performance of representative stocks 
listed on the New York Stock Exchange 
—is concerned, it therefore appears evi- 
dent that they are (1) in a level at 
which they tend to resist further de- 
cline and (2) subject to leverage which 
makes them highly volatile in periods of 
generally rising markets. 

As for the operation of leverage on 
the asset values of these representative 
investment trust common stocks, it is 
possible to project them on a theoretical 
basis which past experience has found to 
be extremely accurate. Assuming a 100 
per cent. rise in the December 31, 1932, 
working assets of these trusts the asset 
values of all of these stocks but one 
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THREE YEAR RECORD OF LEVERAGE MANAGEMENT TRUSTS 


Compared with movement of general security markets and other indices 


4 


Oo 
Dec. 31, 1929 


Dec. 31, 1930 


1—69.4 per cent. Standard Statistics 60 Bond Average. 
3—60.4 per cent. N. Y. Times Weekly Business 
Index. 4—38.9 per cent. Aggregate Assets of Eight Leverage Trusts. 
cent. Standard Statistics 90 Stock Average. 


Fisher's Commodity Price Index. 
of 30 Industrials. 


would rise substantially above their 
market values as shown in the table at 
the top of the next page. 


MANAGEMENT RESULTS 


While these common stocks declined 
severely during the first two-thirds of 
the depression and while general secu- 
rity and commodity markets have con- 
tinued to decline, what has been the 
actual performance of the management 
of representative trusts with respect to 
conservation of assets? Despite the 
manner in which management reputa- 
tions have been bandied about, it is 


(December 31, 1929= 100) 


Dec. 31, 1931 


2—61.9 per cent. Irving 


5—32.1 per 
6—24.1 per cent. Dow Jones Average 


7—23.1 per cent. Eight Leverage Trust Common Stocks. 


hardly reasonable for anyone to sup- 
pose that all managements should have 
been infallible in their judgments dur- 
ing the last three and a half years. If 
the managements of investment trusts 
have done better than the average in 
conserving the resources of their trusts, 
then perhaps some fair degree of com- 
mendation is due them. 

The answer is that eight representa- 
tive companies considered in this article 
conserved their resources 20 per cent. 
better than they would have done had 
they been invested solely in the Stand- 
ard Statistics Company's 90-Stock Av- 
erage. The approximate net change in 





THE BANKERS MAGAZINE 


i 


Adams Express Company 
American European 
Amer. Intl. Corp. 

Cap. Adm. Class A 

Gen. Amer. Inv. Co. 
Gen. Public Service Corp. 
Second Natl. Inv. Corp. 
Tri-Continental Corp. 


the market value of the assets of these 
trusts (adjusted for cash dividends paid 
and capital repurchased or issued) for 
the three years ended December 31, 
1932, was as follows: 


Adams Express Company 


American European Securities Company 


American International Corporation 
Capital Administration Company, Ltd. 


General American Investors Company, Inc. 


General Public Service Corporation 
Second National Investors Corporation 
Tri-Continental Corporation 


Average of 8 Companies 
Composite Assets 


Standard Statistics 90-Stock Average 
Standard Statistics 60-Bond Average 


It is further to be noted that the 
mortality rate of investment trusts has 
been exceptionally low. Of more than 
650 management trusts organized prior 
to 1929, it is estimated that no more 
than 35 have actually failed. 


EXPENSES REMAIN LOW 


We have seen that there is some rea- 
son to recognize a remarkable specula- 
tive factor in investment trust common 
stocks and to regard the conservation of 
resources of representative trusts with 
some degree of satisfaction. But what 
of the future of these managements and 
what of the senior securities of these 
trusts—the less speculative type of trust 
investments whose merits depend to so 
large an extent upon nothing more than 
future management? 

To begin with, it is apparent that 
representative management investment 
companies are following the general 
trend of pruning expenses carefully, 


. def. 9.22 


Ratio to 
Dec, 31, 1932 
Market Value 

195.6% 
199.9 
269.7 
505.8 

11.69 334.0 

13.19 439.7 
d 1.94 0 

12.43 310.7 


Dec. 31, 1932 

Asset Value 
$ 0.13 
1.76 
3.40 
2.11 
0.13 


Asset Value 
After Rise 


$ 9.78 
19.99 
20.23 
30.98 


def. 18.72 
def. 0.77 


dispensing with large staffs and learning 
to operate with the greater efficiency 
characteristic of the old-line British 
trusts. Still using the same eight com- 
panies as illustrations, it is evident from 


—74.00% 
—68.97 
—65.33 
—42.24 
—48.08 
—67.30 
—46.63 
—49.09 


—61.06% 
—67.88% 


the table on page 366 that the ratio of 
expenses and taxes to average market 
value of assets has been held down 
pretty consistently during the last three 
years, in spite of the fact that assets have 
decreased by about two-thirds during 
that time. 

When earnings and assets are once 
again on the up-grade it seems apparent 
that operating ratios will automatically 
decrease unless staffs and salaries are 
boosted out of all proportion. While 
this may occur in some instances, it 
seems likely that the leading trusts will 
profit by their experiences and decide to 
continue to operate with lower over- 


heads. 
BROADER PUBLICITY POLICIES 


In fact, the tendency now seems to be 
for relatively new companies to operate 
not only with small staffs but also with 
small boards of directors. Among others, 
Atlas Corporation and The Equity Cor- 
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poration (the latter only recently 
formed) both have boards consisting of 
only five members. 


Adams Express 
Amer. Eur. 
Amer. Intl. 
Cap. Admin. 
Genl. Amer. 
Genl. P. S. 
Second Natl. 
Tri-Contl.* 


PORNO OED OO. 60 5 5.c nce ees 
Composite Figures 


0.82% 
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then what about the less speculative 
group of trust investments—their bonds 
and preferred stocks? 


1931 
0.86% 
0.23 
1.25 
1.30 
0.66 
0.71 
1.47 
0.98 


1932 


1.08% 
0.37 
1.50 
1.15 
0.87 
0.85 
1.10 
0.87 
0.93% 


0.97% 0.79% 


0.77% 


*Management fees received deducted from expenses, rather than included in income, 


Another healthy sign which should 
result in curbing the tendency to chase 
rainbows is the fact that new manage- 
ment trusts are prepared to take their 
stockholders into their confidence more 
than has ever been done before. The 
Equity Corporation, as an instance of a 
growing tendency, not only places its 
stockholders on notice regarding its 
general investment policies, the common 
stocks which it can purchase for its in- 
vestment portfolio and the amount of 
publicity on operations which they can 
expect, but also agrees to publish quar- 
terly reports which shall include a state- 
ment of the asset value of the corpora- 
tion’s securities, the portfolio and the 
list of approved common stocks. Any 
stockholder may likewise secure this in- 
formation from the corporation at any 
time. 

In this manner, trust managements 
may be able to withstand temptations 
to seek pots of gold at the end of public 
utility holding company or other rain- 
bows which are outside of the true realm 
of a strict management investment trust. 
Nor under the old scheme of withhold- 
ing information on operations was any 
trust immune to such temptations. 


SENIOR SECURITY POSITION 


If managements have profited by the 
lessons learned during ‘the last three 
years, if they are prepared to keep their 
stockholders more fully advised as to 
their operations and ‘general policies, 


Statistically, representative trusts have 
been able to cover their interest charges 
on bonds and debentures through the 
depression thus far. This may be some- 
what surprising, inasmuch as they have 
had to maintain their assets at a fine 
balance between cash (to conserve re- 
sources) and general market securities 
(to provide income). That they have 
not been able in most instances to main- 
tain both interest and dividend pay- 
ments is therefore not surprising. 

Since 1932 was the most difficult of 
the depression years for the investment 
trusts, the table on page 367 showing 
the manner in which representative 
trusts covered their fixed charges may 
be illuminating. 

While some of these bonds and pre- 
ferred stocks are not particularly active 
market-wise, their market position can 
be pretty accurately determined. Tables 
I and II indicate that so far as protec: 
tion is concerned, senior securities are 
covered by a comfortable margin. | 

While the management trusts, with a 
few exceptions, have not been able to 
meet the depression aggressively, they 
have nevertheless succeeded in combating 
its influences to the extent that their 
record is better than that registered by 
the average investor. At the end of 
the third year their senior securities car- 
ried ample protection in relationship to 
the market value of those securities, and 
their interest charges were being earned. 
Their common stocks, though in many 





THE BANKERS MAGAZINE 


Adams Express Co. 
Amer. European Secur. 
Amer. Intl. Corp. 


Number of Times 1932 Charges Were Earned 


(from Interest and Dividend Income, after Expenses) 


Interest on 
Bonds 
1932 
2.44 
3.65 
1.02 


Interest and 
Preferred Divs. 


Capital Administration 
Gen. Amer. Investors 
Gen. Public Service 

Second Natl. Investors 
Tri-Continental . 


eoooo,r: 
00 ‘p G0 Go 1 % ww 
Aonstw 


. 


x No Preferred outstanding. 
t No Bonds outstanding. 


* Investors Equity bonds assumed in 1932; management fees received have been deducted 
from expenses. 


cases lacking asset value, are selling in 
the low-priced “cushion” range in which 
they tend to resist further pressure and, 
at the same time, have demonstrated 
their ability to rally faster than the gen- 
eral market. 


Through their securities, therefore, 
the trusts still offer wide diversification 
as well as opportunities to meet the 
needs of those investors interested in rea- 
sonable safety with income or in a high 
degree of speculation without income. 


TABLE 1 
Assets Applicable to Each $100 Bond 
(Outstanding December 31, 1932) 
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Adams Express 
Adams Express 
Amer. Eur. A & B 
Amer. Intl. 

Cap. Admin. 

Genl. Am. Inv. 
Gen. Pub. Serv. 
Gen. Pub. Serv. 
Tri-Continental* 
Tri-Continental* 


3157.13 
157.13 
175.05 

61.23 
48.17 
144.60 . 
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353.57 16.2 
353.57 17.0 
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Average 26.7% 

*Investors Equity Bonds, assumed by Tri-Continental Corp. L 
change. C—N. Y. Curb Exchange. U—Unlisted. 
has no bonds outstanding, 


Listed N. Y. Stock Ex- 
NOTE: Second National Investors Corporation 


TABLE 2 


12-31-32 Ratio of Pro- 
Asset Value 12-31-32 tection to 
per Share Market Mkt. Price Available* Mkt. Price 
$103.37 51% 200.7% 48.5% 9.71% L 
93.03 51 45.2 (b) U 
43.79 28 36.1 (b) L 
102.10 47 53.0 12.77 L 
100.04 34 66.0 (b) Cc 
50.33 32 36.4 (d) L 
93.14 55 40.9 10.91 L 


46.6% 


Entitled to 
in Liquida- Stated 
tion (a) Value (c) 


. $100 $100 
($6) 100 
Wer seco 50 
Gen. Am. Inv. ($6) 50 
Gen. Pub. Serv. ($6) 92% 
Second Natl. Inv. ($5) .. 1 
Tri-Continental ($6) 25 


Income Return 


Discount at 12-31-32 
Preferreds 


Adams Express ($5) 
Am. Eur. Sec. 
Capital Admin. 


Average 196.8% 


(a) Plus accrued dividends. (b) Paying no dividends at present. 
value at which the Preferred is carried on the, balance sheet. 
when asset value exceeds such stated value. (d) Pays out part of cash earnings on account 
of accumulations. L—Listed N. Y. Stock Exchange. C—N. Y. Curb Exchange. U—Unlisted. 
*From asset value, or value in liquidation, whichever is lower. NOTE: American International 
Corporation has no preferred stock outstanding. 


(c) This represents the 
Dividends can usually be paid 
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These essentials are at your com- 
mand whether it is the daily 
routine of everyday transactions, 
or the emergency of changing 
bank practice that gives rise to 
your need for a dependable Phila- 
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INVESTMENT AND FINANCE 


A MONTHLY SURVEY OF CURRENT DEVELOPMENTS AFFECTING 
THE BANK INVESTMENT MARKET 


Buying of Bonds as an Aid to Recovery 


By A. G. 


would like to engage in the great 

game of business recovery who do 
not recognize the important position they 
can take to the great advantage of every- 
one. 

However, it is a fallacy to assume that 
we can maintain a stationary condition 
by absolute neutrality in either progres- 
sive thoughts or actions. The elementary 
principles that regulate our future, 
namely, cause and effect, prove that to- 
morrow is the result of today’s action. 
This is a truism, as well as a sound 
philosophy. 

A high morale plus able leadership 
can lead an army on to victory. Once 


T woutd are many men today who 


we destroy the morale (mental attitude) 


of the enemy we have already instilled 

the germ of defeat. This is just another 

way of saying that confidence is the soul 
f all achievement. 

Under present-day circumstances we 
are compelled to listen to a hundred and 
one theories explaining the cause of the 
depression. Our thoughts should rather 
be directed to a practical method by 
which we can overcome these conditions. 
What we need primarily is to recover 
our lost vision. Somewhere it has been 
written, “Where there is no vision the 
people perish.” In that same book is to 
be found the first recognition of the 
economic cycle. I refer to the story of 
the seven lean years and the seven fat 
years. 

Our present civilization is a vast store- 
house of power. The problem is one of 
control and distribution. We are indeed 
dealing with energy. There are but two 
forms of energy to be considered: money 
and men—and money as such is con- 
centrated human energy. In an academic 
discussion we must accept the premise 
that all energy originated with man. 


WILSON 


However, this article is not intended to 
be an academic discussion but the ex- 
pression of an opinion as to method that 
points the way to a proper utilization of 
our energies to a definite purpose, that 
purpose being the reconstruction of our 
economic life. 


IDLE MONEY 


We are prone to assume the same at- 
titude towards the unemployed as we 
do towards the sick—a group of unfor- 
tunate men and women set aside from 
the rest of the population. We extend 
to them our sympathy and aid them a 
bit. Thereafter we trust that the 
wealthy will take care of the situation; 
that they get well, or that the Govern- 
ment will find a remedy to alleviate con- 
ditions. Such is the present-day atti- 
tude. What nonsense! 

Most of us fail to realize that it is not 
the shop, factory, mill, railroad or steam- 
ship line that hire men and pay their 
wages. It is You and I. We are the 
actual employers, and we are continuing 
their unemployment! 

Until we get the vast amounts of un- 
employed capital to work we cannot 
hope to find jobs for the million of men 
and women who look for such opportu- 
nity, while their natural employer— 
money——is on a spree of idleness. Nor 
should we look for relief from present 
conditions until credit is again available 
to industry. 

Capital or credit employment is the 
first step and the result or sequence will 
be the opportunity for men to find work. 
In brief, all employment begins with 
capital, its use, its safety, its opportunity 
and its earnings. Such capital can, of 
course, be utilized in the form of credit. 

The waste of power as represented in 
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such money is largely responsible for 
continuing the chaos in our economic 
life. Every dollar has a duty to per- 
form, and that duty is to create a proper 
balance of credit—for money in its 
truest sense is the liquid evidence of 
credit—and credit is the axis upon which 
the wheels of commerce turn. 


SPHERE OF THE BANKS 


The business world has been caustic 
in its comments relating to bankers. The 
banks have their sphere of operation and 
it is not that of extending capital loans. 

The banks are presumed to be a 
clearing-house for a limited form of 
credit and where they exceed their pre- 
scribed functions they often find them- 
selves in a condition where their loans 
become frozen—a short step to the clos- 
ing of their doors. 

It is quite evident that we should not 
look to the banks as the source from 
which the flow of necessary long-term 
credits is to be obtained. 

The natural conclusion to any such 
statement is that the Government should 
step in as the banker for the nation and 
supply the vast amount of credit to bring 
the desired relief. It certainly appears 
at first sight as though the thought was 
indeed a practical one and the solution 
to our present-day problem. 

True, the Government has the credit 
and the facilities to perform such a serv- 
ice. But I, as a humble citizen, would 
not like to see the Government, through 
whatsoever agency it might select, as 
the banker to a nation of men who now 
possess all the facilities to do the job 
themselves and refrain to act for them- 
selves. 

If the Government should supply the 
credit to all industries, they would sur- 
render into the hands of government 
the soul of America. Its effect upon 
every individual would prove more 
disastrous than the worst calamity that 
could occur from the plight of our pres- 
ent condition. We all too soon would 
become the serfs of government. 

However, it would be wrong to leave 
the impression that the Government 


—- 


should not extend credit to state and 
municipal governments for the develop- 
ment of certain services to their citizens 
which could be paid back over a period 
of time. The Government's action in 
coming to the aid of the banks, railroads, 
insurance companies and other semi- 
public service corporations as an emer- 
gency measure without endeavoring to 
gain a permanent hold on such institu- 
tions is truly a high example of constitu- 
tional government at its best, as exempli- 
fied by the loans of the Reconstruction 
Finance Corporation. 

There is a well-prescribed scope of 
operation for governmental functions, 
for banks’ operation and for individual 
service. 


A NATION OF BANKERS 


The people of this country are the 
actual bankers and every man with a 
surplus dollar is a capitalist and a 
banker. With this thought in mind let 
us assume for a moment that we disre- 
gard all banks and, as individuals, we 
proceed to advance the loans direct to 
commerce and industry. By so doing 
we would automatically establish a re- 
volving credit. Such credit would fur- 
nish the railroads with the money to buy 
new equipment. The orders for rails 
and cars and locomotives would set a 
vast industry at work. The steel mills 
would in turn create a demand that 
would affect the ore and coal mines. The 
newly employed men in these industries 
would in turn create a buying power 
that would reflect itself in the demand 
for clothes, homes, automobiles and in 
all the widely diversified lines that con- 
tribute to human comfort and happiness. 

Such is the picture where capital is 
employed and men are at work creating 
new capital and additional wealth—for 
only in the employment of capital and 
labor can a capitalistic system survive 
and then it must be under conditions 
where labor finds opportunity to create 
a surplus and eventually contribute its 
capital as such or as credit in the further 
development of our industrial and com- 
mercial life. 
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The Business of Banks, Bankers, Investors and Dealers in Securities Receives 
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The method of money employment is 
not at all difficult to understand or to 
put in operation. It involves nothing 
more nor less than the purchase of bonds 
—for bonds are in reality the promis- 
sory notes of a corporation. 

It is right here we find the means to 
set the wheels of industry in motion and 
do it by making every dollar take up a 
job worthy of itself. Possibly there will 
never again occur in our financial his- 
tory such a great and varied selection 
of bonds for profitable investment. 

The greatest industries of America, 
the steel mills, the great oil companies, 
the railroads, the thousands of commer- 
cial organizations are asking your money 
to come and work for them. The pay is 
good (interest rate) and the future 
offers advancement in position (en- 
hancement of value). The collateral is 
ample. It is often the first mortgage 
obligation where millions in capital were 
first invested to form a solid basis for 
the issues of these bonds. 


FAITH IN AMERICA’S FUTURE 


Don’t lack faith in the future of 
America! Look to tomorrow—for all 
investments are equations in future 
values. Credit is the science of tomor- 
row’s value. Have we any scales upon 
which to weigh the value of the char- 
acter, capacity and earnings of Ameri- 
can industry? Is there a measure by 
which we can appraise the collateral, 
for collateral is always a primary con- 
sideration. Just -what is the collateral? 
It is the security behind the loan; it con- 
stitutes our confidence in the future of 
our country; a belief in the integrity of 


the management of our great corpora- 
tions and institutions, our faith in our 
fellow citizens and in ourselves. To my 
mind, it is the finest collateral in the 
world. It is the capacity, the genius, 
the courage and the integrity of 120,- 
000,000 Americans. 

We need but go back a few genera- 
tions and see what our forefathers ac- 
complished through this formula of faith 
and work. With their surplus dollars 
used in the form of capital or credit, 
they built all our cities, all our railroads, 
all our industries, all our commercial 
organizations, all our hotels, all our de- 
partment stores, all our homes—every- 
thing was created out of their surplus 
earnings. Truly a marvelous picture! 
If there had been no surplus—or if their 
money had remained idle—there would 
be no comforts, no wealth, no luxuries, 
no opportunities, no nation. 

The price? 

Faith in America! 

It is quite a commentary on the abil- 
ity of industrial management to note 
that 95 per cent. of the bonds listed 
upon the New York Stock Exchange 
have not failed to pay their interest. 
Yet, today, there are more idle dollars 
than ever before in our financial history. 
I called idle dollars those dollars that are 
on deposit with banks which under 
normal conditions would be available to 
the varied lines of industry and com- 
merce. 

You and I, we are the great national 
bankers. The money belongs to us. In- 
dustry is asking us to lend our money. 
If we want to prolong the agony, if we 
want to continue unemployment, yes, 
and even add to it—do nothing! 
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If, on the other hand, all of us would 
do our part—and buy a bond—the 
problem of the immediate future would 
not be one of working hours, not a 
question of where to sell, but a matter 
of production. Confidence would be 
restored. The mills and railroads and 
mines would be at work. The bankers, 
business men and farmers would envi- 
sion a changed world. There are enough 
unemployed dollars to effect a miracle 
in the world of economics. 

Bonds won the World War! Credit 
is ever the sinews of battle in any human 
struggle. 

The agency of the press played no 
small part in spreading the gospel that 
bond buyers were just as necessary as 
soldiers, guns and ammunition if we 
were to win the war. Under the cir- 
cumstances, it would seem plausible that 
by a proper presentation of the facts 
by such agencies, they could again 
render a service of equal value in the 
reconstruction of our economic life. 


A CREDIT CRISIS 


The present crisis was not, at least 
until quite recently, a money panic. 
The destruction has been one of credit 


value. Today prices do not represent 
true values—for values are founded in 
the facilities for service. Such facilities 
have not been destroyed. The railroads, 
steamship lines, factories, stores, hotels, 
apartment houses and homes have not 
been removed. True, the price of the 
collateral has been depreciated. It has 
been depreciated by an avalanche of 
selling, which has not spent itself. 
Thousands of bondholders know that a 
very small purchasing power will 
quickly restore billions of value. 

The force of circumstances will bring 
this about. Millions of dollars that do 
not produce a reasonable earning power 
are a loss to themselves and their own- 
ers. The bankers who hold vast stores 
of money will be forced by the necessity 
for profit to invest. 

Naturally any abnormal demand for 
bonds listed on the New York Stock Ex- 


change would cause an advance in such 
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securities. It would be reflected in the 
financial position of not alone life, fire 
and marine insurance companies, but 
banks, trust companies, large financial, 
commercial and industrial organizations, 
Estates and holdings of individuals as 
well as all others would possess an in- 
creased collateral value. 

The executive who had invested his 
company’s surplus in bonds and seen 
them decline to half their value and 
then recover to normal quotations would 
be inspired to renewed hope and 
through the additional credit values seek 
new opportunities for increased busi- 
ness. 

The development of a bond market 
would open the credit resources of the 
nation. Adequately to describe the 
possibilities, the capacity of a genius is 
required. 

It would be difficult indeed to visual- 
ize the value of a restored confidence. 
There are many business organizations 
that have presented their credit situa- 
tions to investment bankers, proved the 
value of the bonds they have to offer 
and the opportunity for employment 
that would follow. To all of this the 
bankers are forced to reply “We cannot 
do any underwriting of new bond issues 
until the confidence of the public be- 
comes evidenced in their willingness to 
buy. We know there is sufficient money 
in banks and in hiding. We are waiting 
for the people to awaken to the fact 
that prosperity and progress is predi- 
cated upon the credit which individual 
citizens can alone supply.” 

Such is the picture we behold. A na- 
tion in retreat! 

The average citizen took flight and in 
so doing we failed to accredit ourselves 
with the important position that he oc 
cupies. Possibly some of us are looking 
for leadership. 

Let me say a word in that respect. 
There is leadership. It is the bankers 
themselves. They must invest their 
money. They have no alternative, but 
no buyer in a competitive market adver: 
tises his position. That must be discow 
ered by indirection. The recent action 
of the bond market is the best evidence 
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that the shrewd investor could desire. 
Price automatically moves forward un- 
der a buying power. The public not- 
ing the advance will take over the mar- 
ket, for as previously stated, the public 
is the nation’s banker. Then as always, 
there is the possibility if not the prob- 
ability of a final scramble and inflation. 
Not that a little inflation would be 
detrimental. It would remain to be seen 
if we had so soon forgotten the lesson 


Dropping of Affiliates 


NNOUNCEMENT of the pro- 
Az dropping of their security 
afhliates by the National City 
Bank and Chase National Bank of New 
York has created great interest in in- 
vestment circles. The subjoined state- 
ment of Winthrop W. Aldrich, chair- 
man of the governing board and presi- 
dent of the Chase National Bank, has 
gained wide attention. 


STATEMENT OF MR. ALDRICH 


I heartily commend the action of the 
National City Bank in taking steps to 
divorce its security affiliate, the National 
City Company. It is impossible to con- 
sider the events which took place dur- 
ing the past ten years without being 
forced to the conclusion that intimate 
connection between commercial banking 
and investment banking almost inevita- 
bly leads to abuses. 

For some time past the Chase Na- 
tional bank has been giving serious con- 
sideration to the question of severing 
the connection between itself and its 
security affiliate. The matter was dis- 
cussed at the last meeting of the direc- 
tors and a subcommittee has been ap- 
pointed by the executive committee to 
report as soon as possible upon ways 
and means of bringing about this result. 

I am entirely in sympathy with the 
divorcing by law of security affiliates 
from commercial banks. I do not think, 
however, that the Glass Bill goes suff- 
ciently far in separating the business of 


we were presumed to have learned in 
1930-31 and 1932. 

Many of us would doubtless like to 
get in the game. Few of us can knock 
a home run, but we can have our turn 
at the bat. It is just a matter of buying 
a bond that your banker or broker will 
recommend. We shall then have some- 
thing to shout about. We shall have 
helped industry, helped unemployment 
—and helped ourselves. 


by New York Banks 


commercial banking from that of dealing 
in securities. To separate commercial 
banks from their security affiliates is 
only half the problem. The following 
additional steps should ultimately be 
taken: 

1. No corporation or partnership 
should be permitted to take deposits un- 
less such corporation or partnership is 
subjected to the same regulations and 
required to publish the same statements 
as are commercial banks. 

2. No corporation or partnership 
dealing in securities should be permitted 
to take deposits even under regulation. 

3. No officer or director nor any 
member of any partnership dealing in 
securities should be permitted to be an 
oficer or director of any commercial 
bank or bank taking deposits, and no 
officer or director of any commercial 
bank or bank taking deposits should be 
permitted to be an officer or director of 
any corporation, or a partner in any 
partnership, engaged in the business of 
dealing in securities. 

4. Boards of directors of commercial 
banks should be limited in number by 
statute so as to be sufficiently small to 
enable the members to be actually cog- 
nizant of the affairs of their banks and 
in a position really to discharge their 
responsibility to stockholders, depositors 
and the business community. 

The spirit of speculation should be 
eradicated from the management of 
commercial banks, and commercial banks 
should not be permitted to underwrite 





THE BANKERS MAGAZINE 


_ 


securities except securities of the United 
States Government and of states, terri- 
tories, municipalities and certain other 
public bodies in the United States. 

The Federal Reserve System was 
founded for the purpose of serving the 
governmental and commercial life of the 
country. I think that all commercial 


banks should be members of the system 
and that their management should be 
actuated solely by the desire to carry 
out such purposes in a sound and con, 
servative manner. In my opinion, not 
until the reforms above mentioned have 
been put into effect will this result be 
obtained. 


Outlook for Common Stocks 


( creasing! stocks will play an in- 
creasingly important part in the 
industrial financing of America, 

according to Col. Benjamin F. Castle, 

vice-president of the Administrative and 

Research Corporation, New York, who 

recently completed a study of the trends 

in financing. 

Colonel Castle bases his opinion on 
three modern developments—the more 
effective use of capital or, putting it an- 
other way, more rapid capital turnover; 
the creation of excess capital by indus- 
try, itself; and an increasingly popular 


policy among managements of avoiding 


funded debt. In a statement summariz- 
ing his studies Colonel Castle says: 

“The need for borrowed capital as it 
existed twenty-five years ago is greatiy 
decreased. There are two general and 
related reasons—first, industry tends to 
create its own capital, and second, capi- 
tal now available is more effective. In 
addition, the stronger industries are 
making it a matter of policy to utilize 
the two foregoing factors to the utmost 
in reducing their funded debt. We are 
actually creating about two billions of 
excess capital annually. We have so in- 
creased the efficiency of our operations 
that our capital turnover is relatively 
ten times as rapid as it was twenty-five 
years ago. Another way of saying that 
we need far less capital. 

“It is a matter of record that a cer- 
tain motor car factory was built and 
attained production at a rate of 2000 
cars a day in seven months. Hand-to- 
mouth buying, so called, is but a mani- 
festation of the effect caused by speed- 


ing up all our processes of production 
and transportation. If less capital is re- 
quired, then industry is creating its own 
capital. A glance at the balance sheets 
of leading American companies confirms 
this. 

“With ample capital available for ex- 
tensions, replacements, development and 
research, with improved technique in 
the utilization of capital, and with a 
management policy opposed to increas 
ing funded debt, what must happen to 
that fertile field of capital investment 
represented by industrial bonds? The 
answer is found in the recital of the 
facts which preceded the question. 

“In this period of our industrial and 
financial history more than ever before, 
the surplus capital must find an outlet 
in the purchase of equities. What other 
recourse has it? Foreign financing? Will 
an investment banker today offer a for: 
eign security? Municipal bonds? Yes, 
but is not the market becoming selective 
and restricted? Government securities? 
Most assuredly—and the present rate at 
which Uncle Sam is borrowing short: 
term funds proves that there is an enor’ 
mous fund awaiting long-term invest: 
ment. 

“Does not this answer the question— 
‘Who has been buying common stocks 
during the last six months?’ We believe 
the buyers to have been far-seeing inves’ 
tors who see the handwriting on the 
wall. Further, we believe that their 
numbers will increase directly with the 
accumulation of excess capital and with 
the steadily diminishing supply of high- 
grade industrial bonds.” 
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3 miles 
of Washing 


OR the same amount of money spent for 

electricity in 1928, the average Associated 

customer last year got enough additional 
energy torun a washing machine for 
three years. If this washing were strung 
on one long clothesline, it would reach for 
three miles. 


The dollar spent for electricity gives bigger 
value now because residential rates in the As- 
sociated System have declined steadily. Lower 
rates have led to greater use of electric energy. 
The average Associated domestic customer 
now uses 29% more electricity than in 1928. 
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Securities of Public Utilities 


bonds of operating electric and 
gas utilities during the past few 
years, Bernard W. Ford of Blyth & 
Company, San Francisco, in an address 
on investments for trust funds at a re- 
cent conference of trust men meeting in 
New York, declared that the credit of 
this class of corporation in many of 
the principal cities of the country is 
better than the general tax obligations. 
Mr. Ford said: “For several years we 
have been experiencing an economic 
cycle which has severely tested invest- 
ments of all classes. Corporate and in- 
dividual earning power has fallen to un- 
precedented low levels. The founda- 
tions which support the debt structure 
have so shrunken as to render much of 
the structure insecure. Have well- 
selected public utility bonds proved 
themselves solid against the financial 
storm? I direct your attention to the 
record, 


“So far as I can learn, the total mort- 


(Yona ot 0 the record of the 


gaged debt of operating public utilities 
rendering principally gas and electric 
service now in default is less than $75,- 
000,000. That is about 1 per cent. of 
approximately $6,000,000,000 of such 
securities now outstanding. Is there any 
other class of investments, including 
municipal bonds, with a better record, 
save only state and United States Gov- 
ernment obligations? These figures in- 
clude the worst with the best so that I 
may not be accused of bias in presenting 
the record of the kind of utility bonds 
which you would select for trust fund 
investment. 

“It is customary in studying classes of 
securities to set up high grade and sec- 
ond grade groups, etc. Bonds in the 
high grade group generally show inter- 
est earned better than three times, 
whereas in the second grade group earn- 
ings of about two times is required as a 
qualification. The investments which 
you would select would fall in one or 
the other of these groups, or in between. 
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Hence we are speaking of the best qual- 
ity and the poorest quality of the securi- 
ties which you would select. 

“Adopting one of the common group- 
ings of high grade utility bonds, we find 
that in 1926, which was approximately 
a normal year, interest was earned on 
an average three and four-tenths times. 
Now, after nearly three years of grind- 
ing depression, industrial stagnation and 
decreased purchasing power on the part 
of the public at large, we find the earn- 
ings of these companies have declined to 
three and three-tenths times interest re- 
quirements. 

“Selecting entirely the poorest grade 
of utility bonds which would be eligible 
for your purposes, in 1926 interest was 
earned on an average two and two- 
tenths times, the margin of coverage 
being only one-third that of the high 
grade group. In 1932 earnings for this 
class had declined to a point of one and 
eight-tenths times interest requirements, 
in one of the periods of lowest corporate 
earnings in the modern history of 
finance. 
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IN PRINCIPAL CITIES 


“It sometimes becomes necessary to 
sell investments, and generally the need 
to realize is greater as adversity grows. 
Market values, therefore, must be taken 
into account. Comparing 1926 values 
with the values of today, the average 
price of high grade utility bonds is ap: 
proximately 5 per cent. higher than 
1926 average prices. Practically speak: 
ing, high grade public utility bonds pur- 
chased at any time during the past 
fifteen years would today be worth as 
much, or more, than the purchase price. 
Also, let it be observed that the credit 
of the utility companies operating in 
many of the principal cities of the 
United States today is valued more 
highly than is the general tax obligations 
of those municipalities. 

“The record of second grades is 
naturally not so good. The fact, how 
ever, that average prices today are 15 
to 20 per cent. under 1926 quotations 
certainly calls for no apology, as even 
in this class the decline in dollar value 
has been considerably less than the off 


setting increase in purchasing power of 
the dollar.” 





BANKING and COMMERCIAL LAW 


A MONTHLY REVIEW OF IMPORTANT DECISIONS OF INTEREST 
TO BANK EXECUTIVES 


RIGHT OF BANKING SUPERIN- 
TENDENT TO BORROW FROM 
RECONSTRUCTION FINANCE 

CORPORATION 


Andrew, Superintendent of Banking, v. 
First Trust & Savings Bank of Sioux 
City, Supreme Court of Iowa, 
244 N. W. Rep. 394 


NDER the statutes of Iowa, the 
| | Superintendent of Banking, as 
receiver of a closed bank, has 
the legal right to make application for 
a loan from the Reconstruction Finance 
Corporation. 
On petition for rehearing. 
overruled. 


Petition 


OPINION OF THE COURT 


PER CURIAM.—This case was 
afirmed by operation of law on June 24, 


1932, because of an equally divided 


court. 243 N. W. 343. A petition for 
rehearing was filed, and we are asked to 
give our opinion as to the legal right 
of the superintendent of banking of the 
State of Iowa, as receiver of such cor- 
porations (closed banks), to make ap- 
plication to borrow money from the Re- 
construction Finance Corporation, and 
the power of the court, to which such 
application is made, to grant such right 
and privilege. 

The receiver we have to deal with in 
cases of this character is a statutory re- 
ceiver, and not a general chancery re- 
ceiver, and his rights and the power of 
the court over him are derived from 
statute. 

Sections 9238, 9239, and 9242, Code 
1931, read as follows: 

“If any such bank shall fail or refuse 
to comply with the demands made by 
the said superintendent, or if the said 
superintendent shall become satisfied 
that any such bank is in an insolvent or 
unsafe condition, or that the interests of 
creditors require the closing of any such 


bank, he may appoint an additional 
bank examiner to assist him in the duty 
of liquidation and distribution, where- 
upon the right of levy, or execution, or 
attachment against said bank or its assets 
shall be suspended.” 

‘The superintendent of banking may 
apply to the district court for that dis- 
trict in which said bank is located, or a 
judge thereof, for the appointment of 
said superintendent as receiver for such 
bank, and its affairs shall thereafter be 
under the direction of the court, and the 
assets thereof after the payment of the 
expenses of liquidation and distribu- 
tion shall be ratably distributed among 
the creditors thereof, giving preference 
in payment to depositors.” 

“The superintendent of banking 
henceforth shall be the sole and only 
receiver or liquidating officer for state 
incorporated banks and trust companies 
and he shall serve without compensa- 
tion other than his stated compensation 
as superintendent of banking, but he 
shall be allowed clerical and other ex- 
penses necessary in the conduct of the 
receivership.” 

Section 9239 provides that “its affairs 
shall thereafter be under the direction 
of the court.” When the superintend- 
ent of banking, acting under these sec- 
tions, asks the court to appoint him as 
receiver, he thereby submits himself to 
the jurisdiction of the court, and there- 
after all the affairs connected with the 
insolvent estate are under the direction 
of the court. One of the “affairs” in- 
volved in this receivership is the ques- 
tion of the proposed loan under con- 
sideration. We think the court had 
jurisdiction to entertain and consider the 
application, and we hold, first, that the 
superintendent of banking, as receiver, 
had the right to make such application; 
and, second, that the court had the 
power to pass upon and grant or deny 
the same. 

The courts of sister states have had 
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occasion to pass upon this proposition 
in the following cases where the right 
of the superintendent of banking to 
make such loan from the Reconstruc- 
tion Finance Corporation, as here pro- 
posed, has been approved: L. S. Blades, 
Jr., v. Gurney P. Hood, Commissioner 
of Banks, 203 N. C. 56, 164 S. E. 828, 
decided in the Spring Term, 1932; 
George J. Bassett, Bank Commissioner, 
v. Merchants’ Trust Co. (Conn.) 161 
A. 789, released August 10, 1932; In 
the Matter of the Liquidation of the 
Cashmere State Bank, State of Wash- 
ington, v. Superior Court of Chelan 
County, 13 P. (2d) 892, opinion filed 
by the Supreme Court of the State of 
Washington August 15, 1932. 

All the Justices concur as to the law 
as announced in this supplemental 
opinion. We were equally divided as 
to the proper exercise of discretion of 
the lower court under the particular 
facts of this case, and as to that question 
only we are still in equal division. 

The petition for rehearing is over- 
ruled. 

Overruled. 


BANK PRESIDENT NOT AL- 
LOWED TO RECOVER 
MONEY LOANED 
TO BANK 


Jacobson v. Ruden, Superintendent of 
Banks, Supreme Court of South 
Dakota, 244 N. W. Rep. 363 


Under the South Dakota statute 
(Rev. Code, 1919, § 8984, as amended, 
L. 1927, c. 53) requiring a bank to issue 
bills payable for all sums borrowed by 
it, where a bank president loans money 
to his bank, then in a failing condition, 
but neglects to take bills payable there- 
for, he cannot recover the money. 

Action by Phil Jacobson against E. A. 
Ruden, as Superintendent of Banks, and 
in charge of the Rowena State Bank, 
and in behalf of the creditors of the 
said Rowena State Bank, and the 
Rowena State Bank. From judgment 


for defendants and order denying mo- 


tion for new trial, plaintiff appeals. 
Affirmed. 
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OPINION OF THE COURT 


RUDOLPH, J.—In 1924 the Rowena 
State Bank became involved, and it was 
necessary that the bank increase its cash 
reserve. The plaintiff, Jacobson, who 
was chairman of the board of directors, 
and other directors of the bank, bor. 
rowed $5000 from the Minnehaha Na 
tional Bank of Sioux Falls, and immedi- 
ately placed this money to the credit of 
the Rowena bank for its use and bene- 
fit. The Rowena bank, prior to the 
time it closed, had paid $2500 of this 
$5000 borrowed by the directors, and 
the plaintiff has paid the balance. In 
1927 the cash reserve in the Rowena 
bank again became depleted, and the 
plaintiff, who was then president of the 
bank, proceeded to personally borrow 
$15,000, which was placed at the dis 
posal of the Rowena bank. Of this sum 
$5000 was placed to the plaintiff's credit 
in the bank, and $10,000 was used by 
the bank to pay operating expenses and 
to charge out certain purported assets 
held by the bank. At the time of this 
second transaction, the plaintiff took 
from the Rowena bank notes of the face 
value of approximately $15,000. These 
notes were left with the cashier of the 
bank. The plaintiff collected $1300 
from these notes, which he has retained. 
Of the original notes taken by the plain: 
tiff, notes of the face value of $6450 re 
main uncollected, and these, together 
with additional notes of the face value 
of $2250, exchanged by the bank for 
other notes of that amount originally 
held by the plaintiff, are in the posses 
sion of the plaintiff. The Rowena bank 
did not issue any bills payable on ac 
count of either the $5000 or the 
$15,000 that it received. After these 
transactions occurred, the Rowena bank 
made and published several called re 
ports of the condition of the bank, all 
of which were attested by the plaintiff 
as director of the bank, and none of ihe 
reports showed -the transactions above 
referred to. These transactions were 
not, in any manner, reported to the 
superintendent of banks. The bank 
failed, and the plaintiff, within the time 
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required by law, presented and filed his 
claim with the superintendent of banks 
in the sum of $2500, as a result of the 
first transaction, and in the sum of 
$2250, as the result of the second trans- 
action, which claims were rejected and 
disallowed by the superintendent of 
banks. The amount of the claim arising 
out of the second transaction is deter- 
mined by the plaintiff as follows: Of 
the original $15,000 that he placed to 
the credit of the bank, he received 
credit, as a deposit in the bank, for the 
sum of $5000. This amount has been 
deducted from the $15,000, and a claim 
therefor has been allowed by the super- 
intendent of banks. Of the $10,000 re- 
maining, the plaintiff has collected 
$1300 and holds notes, which he origi- 
nally took from the bank, in the sum 
of $6450, making a total of $7750, 
which he has deducted from his claim. 
The remaining $2250 is the amount of 
the claim that he asks be allowed as 
against the bank, and which was re- 
jected by the superintendent. The 


plaintiff brought this action against the 
superintendent of banks, now in charge 
of the Rowena State Bank, and asked 
that his claims, arising out of the two 
transactions, be adjudged to be valid 


and subsisting claims against the 
Rowena bank, and that he have judg- 
ment against the bank for the amounts 
claimed. The trial court found the facts 
substantially as above set forth, and 
concluded, as a matter of law, that the 
plaintiff was not entitled to a claim 
against the bank on account of either 
transaction. Judgment was entered 
against the plaintiff, and from the judg- 
ment and order denying a motion for a 
new trial plaintiff has appealed. The 
case was submitted below upon the 
theory that the transactions involved 
constituted loans made by the appel- 
lant to the Rowena bank. 

Section 8984, R. C. 1919, provides, 
in part, as follows: “In all cases where 
money is borrowed a bank shall issue 
it “bills payable’ and shall show the true 
amount of borrowed money on its books, 
and in all reports and statements re- 


quired by the provisions of this chapter, 
under ‘bills payable.’ ” 

The appellant relies, to a great extent, 
upon the case of Gold-Stabeck Loan & 
Credit Co. v. Security State Bank et 
al., decided by this court in 1916 and 
reported in 37 S. D. 239, 157 N. W. 
660. However, since the decision of 
that case, this court has had before it 
for consideration said section 8984 on 
several different occasions. In the case 
of Holman v. Commercial & Savings 
Bank, 50 S. D. 524, 210 N. W. 730, 
731, this court said referring to said 
section: 

“While a bank may borrow money, it 
may not legally do so, except with cer- 
tain formalities. Section 8984 provides: 

wae In all cases where money 
is borrowed a bank shall issue its “bills 
payable” and shall show the true 
amount of borrowed money on its books, 
and in all reports and statements re- 
quired by the provisions of this chapter, 
under “bills payable.” ee 

Again, in the case of Bon Homme 
County Bank v. Dakota National Bank, 
50 S. D. 191, 208 N. W. 825, 827, the 
following language is pertinent: “It [the 
transaction} is illegal, but in a suit 
brought on behalf, and in the name, of 
the other party to the illegal 
transaction, there can be no recovery in 
favor of one co-conspirator against the 
other.” 

The said section of our Code was 
again before this court in the recent case 
of Smith v. First National Bank of 
Sherman, 239 N. W. 842, 846, wherein 
it was said: 

“The statute provides that a bank 
may borrow money for temporary pur- 
poses and may pledge a limited amount 
of assets as collateral security therefor, 
but as part and parcel of the same 
statute it is provided that when money 
is borrowed the borrowing bank shall 
issue its bills payable and shall show the 
true amount of borrowed money on its 
books, etc. None of these requirements 
were met in the instant case. es 
Appellant was chargeable with knowl- 
edge of the statute. If appellant de- 
sired to loan money to the Farmers’ 











380 THE BANKERS MAGAZINE 





Bank and hold assets in pledge for the 
loan, it should have proceeded to make 
the loan in the manner and form con- 
templated by the statute. 

“We are therefore of the opinion that 
the entire transaction with reference to 
the pledging of the collateral in ques- 
tion was illegal and within the prohibi- 
tion (and without the permission) of 
section 8984, Rev. Code 1919, as 
amended.” 

These last cases quite definitely, in 
our opinion, establish that a loan is il- 
legal when made to a bank without the 
bank issuing its “bills payable,” as re- 
quired by section 8984. The loan being 
illegal, there can be no recovery on the 
loan as such. Can there be a recovery 
upon quantum meruit? The plaintiff, 
from before the time the first transac- 
tion occurred until the closing of the 
bank, was an officer and director of the 
bank. The statute (section 8984, as 
amended by chapter 53, Laws of 1927) 
provides: “Any individual banker, 
ofhicer, employe, or director of any bank, 
who shall violate any of the provisions 
of this Act, or who shall fail to comply 
with any requirement of this Act ; 
shall be deemed guilty of a misde- 
meanor.” 

The relief, therefore, which the plain- 
tiff is here asking in a court of equity, is 
bottomed, first, upon an illegal contract, 
and, second, upon his own acts which, 
under the statute, he being an officer 
and director of the bank, constitute a 
violation of a penal law. To allow a 
recovery in this case upon the theory of 
quantum meruit would, in our opinion, 
destroy the real purpose and object of 
the law, and sanction acts of the plain- 
tiff which are illegal and contrary to 
the legislative policy announced by the 
statute This court in the case of Nor- 
beck & Nicholson Co. v. State of South 
Dakota, 32 S. D. 189, 142 N. W. 847, 
849, Ann. Cas. 1916A, 229, said: 
“Tllegality of contract, arising from ex- 
press prohibition of law based on pub- 
lic policy, renders the contract wholly 
null and void for any purpose, and pre- 
cludes a recovery on an implied contract 
or on the quantum meruit; otherwise a 





means would be thereby furnished for 
the undoing of the law itself.” 

The Federal cases relied upon by ap 
pellant conclude that the contracts there 
concerned (under the statutes therein 
involved) were not illegal; this court 
having held under our statute that the 
contract is illegal, these Federal cases 
are not helpful. 

The judgment: and order appealed 
from are affirmed. 


STOCKHOLDER OF FAILED 
BANK LIABLE TO 
ASSESSMENT 


Commissioner of Banks of North Caro- 
lina v. Carrier, Supreme Court of 
North Carolina, 165 S. E. 
Rep. 678 


One who purchases stock in a bank 
and receives dividends upon it for more 
than two years and until the failure of 
the bank will not then be allowed to 
have the purchase canceled on the 
ground that it was induced by fraud on 
the part of officers of the bank and so 
escape statutory assessment. 

Action by the Commissioner of Banks 
of North Carolina against N. B. C. 
Carrier. From an adverse judgment, 
defendant appeals. Affirmed. 


OPINION OF THE COURT 


PER CURIAM.—On July 17, 1928, 
the defendant purchased 100 shares of 
the capital stock of the Brevard Bank- 
ing Company, which closed its doors on 
December 15, 1930, and is now in pro- 
cess of liquidation. Pub. Laws 1931, cc. 
243, 385. On May 20, 1931, the com: 
missioner of banks levied an assessment 
against the defendant equal to her stock 
liability. N.C. Code 1931, § 218 (c), 
subsec. 13. The defendant appealed, al- 
leging that the purchase of her stock 
had been induced by the fraud of cer- 
tain officers of the bank. Upon the 
pleadings and facts the trial judge af- 
firmed the levy of the assessment and 
dismissed the appeal. The judgment of 
the superior court sustaining the levy 
should be affirmed upon the principle 
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stated in Corporation Commission v. 
McLean, 202 N. C. 77, 161 S. E. 854, 
and the cases therein cited. Whether 
the defendant may maintain an action 
for fraud against the officers of the bank 
we are not called upon to decide; but 
after receiving semiannual dividends for 
1929 and 1930 and exercising the privi- 
leges and accepting the profits of a 
stockholder, she is not entitled to have 
her purchase of stock canceled to the 
detriment of the depositors and credi- 
tors of the bank. 

We have held that actions such as 
this must be prosecuted in the indi- 
vidual name of the commissioner of 
banks and not under his official title. 
Commissioner of Banks v. Harvey, 202 
N. C. 380, 162 S. E. 894; Commissioner 
of Banks v. Johnson, 202 N. C. 387, 
162 S. E. 895; Commissioner of Banks 
v. Mills, 202 N. C. 509, 163 S. E. 598. 
This is a defect which may be cured by 
amendment. 

Judgment affirmed. 


BANK NOT LIABLE IN PAYING 
CHECK ON FORGED 
INDORSEMENT 


Union House Furnishing Co. v. Na- 
tional Bank of Commerce in St. 
Louis, Mo., Court of Appeals, 
53 S. W. Rep. (2d) 1067 


Where a person draws checks pay- 
able to an insurance company and de- 
livers them to the company’s agent in 
payment of premiums and the agent 
without authority indorses the com- 
pany’s name on the checks and collects 
them, the drawee bank is not liable to 
the drawer. 


Forty-Two Broadway, 


New York City 








Ordinarily a bank which pays its de- 
positor’s checks on unauthorized payees’ 
indorsements is liable to the depositor. 
But in this case the checks constituted 
valid payments to the insurance com- 
pany because the company is responsible 
for its agent’s wrongful act. Having 
sustained no loss, the drawer has no 
claim against the bank. The question 
whether the bank would be liable to the 
insurance company was not presented, 
but there are cases holding that the bank 
would be liable; there are decisions to 
the contrary also. 

Action by Union House Furnishing 
Company against the National Bank of 
Commerce in St. Louis. From judgment 
for defendant on directed verdict, plain- 
tiff appeals. Affirmed. 


OPINION OF THE COURT 


SUTTON, C.—This is an action to 
recover from defendant bank the face 
amount of several checks, aggregating 
$1677.55, drawn by plaintiff on defend- 
ant bank, payable to the order of the 
Commercial Casualty Insurance Com- 
pany. The checks were drawn by the 
plaintiff, and delivered to Howard Cole, 
an agent of the insurance company, in 
payment of premiums on_ insurance 
policies contracted for by plaintiff with 
said Howard Cole and to be issued and 
delivered to plaintiff. The policies cov- 
ered plaintiff's customers, who had made 
purchases of goods from plaintiff on the 
installment plan, insuring against sick- 
ness and accident incapacitating them so 
that they were unable to make payments 
on their purchases. At the times these 
checks were drawn plaintiff had suffi- 
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cient money on deposit in the defendant 
bank to pay the checks. The checks 
were indorsed by Howard Cole, as fol- 
lows: “Commercial Casualty Insurance 
Company, by Howard Cole, Manager.” 
On such indorsements, the defendant 
bank paid the checks and charged the 
same to plaintiff's account. 

The cause was tried to a jury. At 
the close of the whole case the court di- 
rected a verdict for the defendant. 
Judgment was given accordingly, and 
plaintiff appeals. 

Plaintiff assigns error here upon the 
action of the court in directing a verdict 
for defendant. 

All of the evidence in the case con- 
cedes that Howard Cole was the resi- 
dent agent of the Commercial Casuaity 
Insurance Company, authorized and em- 
powered to solicit insurance, collect 


premiums thereon, and deliver the poli- 
cies issued by the company. He was au- 
thorized to collect the premiums in 
cash, or by means of checks made pay- 
able to himself, or checks made payable 


to the company. He had no express au- 
thority, however, to indorse checks made 
payable to the company. It was his duty 
to remit the premiums to the company, 
but was allowed to deduct his commis- 
sions therefrom. 

In Indemnity Mutual Marine Assur- 
ance Co. v. Powell & O'Rourke Grain 
Co., 216 Mo. App. 673, 271 S. W. 538, 
539, this court held that where an in- 
surance company’s agent, authorized to 
receive checks made payable to the com- 
pany in payment of premiums, received 
such checks and obtained the money on 
them, the fact that he wrongfully in- 
dorsed the checks did not destroy the 
effect of the checks as payment by the 
insured, even though the agent failed 
to account to the company for the money. 
In that case the court quoted, with ap- 
proval, from Burnstein v. Sullivan, 134 
App. Div. 625, 119 N. Y. S. 317, 319, 
as follows: “Where a debtor delivers his 
check to the creditor or his agent duly 
authorized to receive it, and has funds 
in the bank: to meet the check, the trans- 
action as between the debtor and the 
creditor should be treated as a payment 
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precisely as though cash had been paid, 
even though the agent forges an indorse- 
ment and steals the money.” 

The court further quoted, with ap- 
proval, from Morrison v. Chapman, 155 
App. Div. 509, 140 N. Y. S. 700, as 
follows: 

“It is no answer to plaintiff's claim to 
say that Cooper had no authority to in- 
dorse defendants’ name upon the checks, 
and that his act in doing so was without 
his actual or apparent authority. If 
money had been paid to him, and he had 
stolen the money, that act would still 
have been without the scope of his au- 
thority, and still the loss would have 
fallen upon defendants and not upon 
the plaintiff. “The principal cannot so 
easily evade liability for the acts of his 
agent. Birkett v. Postal Telegraph 
Cable Co., 107 App. Div. 115, 117, 94 
N. Y. S. 918, affirmed 186 N. Y. 591, 
79 N. E. 1101. 

“The underlying principle, which is 
well settled, is that, having put Cooper 
in a position to perpetrate the wrong, 
the defendants, and not plaintiff, must 
suffer the loss. Wilmerding v. Postal- 
Telegraph Cable Co., 118 App. Div. 
685, 103 N. Y. S. 594; affirmed 192 N. 
Y. 580, 85 N. E. 1118; Birkett v. Postal- 
Telegraph Cable Co., supra.” 

Again the court quoted, with ap- 
proval, from Sage v. Burton, 84 Hun, 
267, 32 N. Y. S. 1122, as follows: 

“The plaintiffs having authorized the 
agent to receive the check, and thus re- 
moving it beyond the control of the de- 
fendant, took, as between them and the 
defendant, the risk of the acts of their 
own agent; all the risk that the defend- 
ant took in the matter was that of es 
tablishing that the agent had power and 
authority to take the check in settlement, 
and that the drawer had funds in the 
bank with which to pay it on present: 
ment. He did not even take the risk of 
a forged indorsement. That, probably, 
was the risk of the bank. 

“The jury under the charge of the 
court have, we think, found, upon sufh- 
cient evidence, that the agent in this 
matter was authorized by the principal 
to receive this check, and that, coupled 
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with its finding of payment of the check, 
operated to discharge the defendant from 
liability. Carroll v. Sweet, 128 N. Y. 
22 [27 N. E. 763, 13 L. R. A. 43}. 

“If it be held that Abbott in this 
transaction was not the alter ego of the 
plaintiffs, and had no authority to in- 
dorse this check, yet, if he was author- 
ized by the plaintiffs to receive this check 
from the defendant, any misappropria- 
tion of its proceeds by him is at the risk 
of the party who set him in motion and 
put it in his power to perpetrate the 
wrong; such party must suffer rather 
than the party who is in no wise ac- 
countable for, and has no control of the 
perpetration of the wrong.” 

After thus quoting from these cases, 
and citing another case to the same ef- 
fect (McFadden v. Follrath, 114 Minn. 
85, 130 N. W. 542,37 L.R. A. [N. S.] 
201), the court said: “We think the rule 
stated in the above cases is sound and 
should be applied to this case. We have 
been cited to no authority laying down 
a contrary rule, nor have we been able 
to find one.” 

That case is necessarily controlling 
here. So that, though it should be con- 
ceded that Cole was without authority 
to indorse the checks, still his forgery of 
the indorsements and receipt of the 
money thereon, notwithstanding he con- 
verted the money to his own use, had 


precisely the same effect, as between 
plaintiff and the insurance company, as 
though Cole had paid the money re- 
ceived to the insurance company, or the 
insurance company had itself indorsed 
the checks and received the money on 
them. The transaction amounted to 
payment of the premiums due from 
plaintiff to the insurance company on 
its policies. It extinguished the plain- 
tiff's indebtedness as effectually as a di- 
rect payment to the company would 
have done. 

Graham v. United States Savings In- 
stitution, 46 Mo. 186, and other cases 
like it, cited and relied on by plaintiff, 
are not in point here. The case here is 
not, like the Graham Case, an action by 
the payee of checks against the bank on 
which the checks were drawn to recover 
for the wrongful payment by the bank 
of the checks on unauthorized indorse- 
ments by the payee’s agent. 

Under the undisputed facts in this 
case, we think the court was right in 
directing a verdict for the defendant. 

The Commissioner recommends that 
the judgment of the circuit court be af- 
firmed. 

PER CURIAM.—The foregoing opin- 
ion of Sutton, C., is adopted as the 
opinion of the court. 

The judgment of the circuit court is 
accordingly affirmed. 





FINANCIAL SITUATION ABROAD 


A MONTHLY SURVEY OF CURRENT FINANCIAL, ECONOMIC AND 
POLITICAL EVENTS IN OTHER LANDS 


ORLD conditions during re- 
cent weeks, while generally 
devoid of the spectacular char- 


acter of those existing in the United 
States of America, are yet of a sufh- 
ciently mixed nature to make the judi- 
cious grieve. Germany, with a prac- 
tical overthrow of the republican system 
of government, as represented by the 
triumph of the Hitler movement, has 
held the center of the stage. Inter- 
preted broadly, this change betokens the 
ending of parliamentary government in 
that country, and the substitution of a 
dictatorship, under a man whose utter- 
ances and acts have not heretofore af- 
forded much hope for the continuance 
of a peaceful Europe. Whether the 
ardor of Chancellor Hitler may be some- 
what cooled by his accession to power, 
remains to be seen. At present his vic- 
tory is looked on with considerable mis- 
trust. Poland is restless, France is ap- 
prehensive, and even England is worried 
by the course of events. Italy and Yugo- 
slavia are at odds, and the situation 
generally among the leading European 
powers is far from reassuring. There 
have been recent political disturbances 
in Greece. Japan and China continue 
fighting in an undeclared war, troops of 
the former country in the main achiev- 
ing their objectives, but not without en- 
countering stout resistance from the 
Chinese forces. In Latin America, 
while Bolivia and Paraguay remain hos- 
tile, the threatened outbreak of war be- 
tween Colombia and Peru has been 
avoided for the present at least. The 
other countries in that part of the West- 
ern Hemisphere remain tranquil and 
are making considerable progress toward 
recovery. Cuba has been disturbed over 
political and economic conditions. 
Mexico, on the other hand, for many 
years the scene of revolutionary activi- 
ties, has now for a long time given to 
her neighbors both of the north and 


south a fine example of stable govern- 
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ment and of orderly and peaceful prog- 
ress. Up to the present no date or 
place has been fixed for the long 
heralded World Economic Conference, 
and the Disarmament Conference, fit- 
fully meeting at Geneva, is as yet barren 
of results. 

Taking the world as a whole, it would 
seem that conditions are far from that 
tranquil state essential to the recovery 
of trade and the re-establishment of the 
confidence which must precede the re- 
sumption of normal financial relations. 


GREAT BRITAIN 


Amid a storm-tossed world, Britain 
remains calm and unafraid on her own 
account, though somewhat apprehensive 
of the complications that may arise from 
the disagreements among her neighbors 
across the English Channel. This 
domestic tranquility arises from confi 
dence in the government, unshakable 
faith in the banks, and the sound tradi- 
tions of English life, not as yet under- 
mined by all the revolutionary develop- 
ments of recent years. But England 
is grappling with serious problems, 
nevertheless. Industry and trade, par- 
ticularly that large portion having to do 
with overseas, are much depressed, while 
unemployment on a large scale still con- 
stitutes a source of serious concern. 
Compelled, for her own protection, to 
set up some barriers to trade, the ulti- 
mate policy of the country looks hope- 
fully to a time when these hindrances 
to wider international economic rela: 
tions will be much lessened, or removed 
altogether. 

The situation as viewed by some of 
the leading London banks is given below. 

Monthly Review of the Midland 
Bank Limited: 

Conditions today are distinctly better 
than a year ago, notwithstanding the 
persistence of a deplorably high level 
of unemployment. Our national finances 
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are sounder; a marked reduction has 
been made in the balance of imports 
over exports; the volume of business has 
been fairly maintained; new industries 
have been established; and, though ex- 
change and other restrictions are stifling 
trade with foreign countries, there are 
signs of steady development of inter- 
Imperial trade. 

This unmistakable improvement at 
home has certainly not been helped by 
events abroad. The hopes arising from 
the Lausanne Conference have vanished 
in the face of disappointment regarding 
the war debts to America. Political un- 
certainty in many countries has clouded 
the prospect of recovery, and the gloom 
of trade depression has shown no sign 
of lifting. The impoverished debtor 
countries, one after another, have all but 
closed their doors against imports. In 
these circumstances it is the more re- 
markable that this country, deeply in- 
volved as it is in international trade and 
investments, should have shown any im- 
provement at all. 


STOCKHOLM 
0101 


MALMO 
8210 


Westminster Bank Review (speech of 
chairman of the bank): 

It is a commonplace that Britain, still 
the greatest international trader in the 
world, cannot expect to see a return to 
prosperity within her own shores until 
the activity of world trade, upon which 
the livelihood of so many of her indus- 
tries and her workers depends, is suc- 
cessfully renewed. It is true that since 
the pound is no longer tied to gold we 
are to a greater extent masters of our 
own fate. We can, within limits, con- 
trol our price level and obviate the 
necessity for renewed deflation, which, 
unless prices rise, will be the stern and 
dangerous necessity in countries whose 
currencies are still on a gold basis. 
Nevertheless, only very cold comfort 
can be found in the reflection that we 
are not quite so badly placed as some 
other nations. 

There are those who affect to believe 
that the great world depression is wear- 
ing itself out in a natural way, and that 
recovery will come through the ordinary 
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progress of a trade cycle. Such optimism 
seems to me to be dangerous, because it 
has little apparent foundation and is an 
incentive to relaxation of effort at a 
critical time. It is difficult to see how 
recovery can come so long as all the 
abnormal obstructions to the natural 
course of international commerce re- 
main unremoved, or so long as lack of 
international co-operation, and the 
prevalence of instability, prevent the re- 
vival of confidence, which is an essential 
precedent to economic revival. 

Monthly Review, Barclay’s 
Limited: 

Taken as a whole, the overseas trade 
figures for last year, although on a very 
low level, are not without some redeem- 
ing features. The maintenance of the 
volume of British exports during a 
period of world-wide trading depres’ 
sion is a notable achievement and, 
coupled with the expansion in the re- 
tained imports of a number of important 
raw materials, it points to a_ better 


Bank, 


tendency in the industrial situation. 
Until progress is made in dealing with 
those international problems which are 
retarding a return to normal conditions, 
no great upward movement in business 
can be expected, but as a result of the 
efforts made during 1932 this country is 
in a better position to face the future 
than it was twelve months ago. 


FRANCE 


A popular loan of large dimensions, 
and offered on very attractive terms, has 
been well received, and will afford re- 
lief from financial necessities which had 
become pressing. In endeavoring to 
reduce expenditures, France, like other 
countries, has had to encounter the re- 
sistance of those affected, and this has 
hindered attempts to balance the budget. 
Foreign trade and tourists’ expenditures 
are receiving considerable attention. The 
Paris correspondent of The Statist 
(London) says: 

The rate at which exports are falling 
exceeds that for imports, despite the 
multitude of restrictions imposed on the 
latter. The persistence of a heavy ad- 
verse balance is regarded here as the 
more disquieting hecause invisible ex- 
ports have shrunk enormously. All 
sorts of estimates are available as to the 
value to France of the tourist trade in a 
good year, but official calculations put 
it at 12,000,000,000 francs in 1929, 
8,000,000,000 francs in 1930 and less 
than 4,000,000,000 francs in 1932. 
Losses on foreign investments and de- 
crease of international services serve to 
make it fairly certain that the balance 
of payments is now definitely adverse, 
and despite the recent weakening of the 
dollar rate, there are those who believe 
that 1933 will see a considerable diminu- 
tion in the Bank of France's gold re- 
serve. 

GERMANY 


The political upheaval in Germany 
has occupied attention of late to the 
overshadowing of other matters. In 
many cases force has been employed and 
the country has not been free from dis- 
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turbances of a disquieting nature. What 
effect the pronounced change in the 
government will have on the country’s 
political relations with other countries, 
and how both foreign and domestic 
trade will be affected, cannot now be 
stated. As Herr Hitler now has con- 
trol, his policy is awaited with no little 
concern, both at home and abroad. 


ITALY 


The Italian general position remains 
steady with fewer serious business fail- 
ures. The ready response of the public 
to the new bond issue of the Industrial 
Reconstruction Institute, which was 
oversubscribed by 25 per cent. within 
the first two days, constituted a hearten- 
ing feature. This issue was at 41/4, per 
cent. for twenty years and was offered 
to the public at 91. In addition, it 
carried certain lottery features and was 
guaranteed by the government. The 
quick absorption of the issue, however, 
is said to reflect both the lack of public 
confidence in ordinary industrial invest- 
ments, and the popularity of govern- 
ment guaranteed issues. The produc- 
tion of sheets, steel, alloys, zinc, alumi- 
num, cement, superphosphates, rayon, 
paper and electricity shows increases 
over last year, but the output of lead, 
copper sulphates, gasoline and carload- 
ings is lower. The general low level of 
business activity has continued. There 
was a slight increase in retail buying, 
but wholesale prices continued to fall, 
reaching 297 in the first week of Febru- 
ary. Unemployment increased nearly a 


Inquiries and correspondence invited. 


hundred thousand during January to 
1,225,000, but the situation has not as 
yet become acute. 


THE NETHERLANDS 


Reviewing the international trade 
situation in recent years, the Nether- 
lands Trading Society presents these 
figures and conclusions: 


1929 1930 1931 1932 
(in millions of guilders) 

2418 1893 1299 

1720 1313 846 


Imports 





698 580 
Decline as against the 

preceding year .... 65 Its 327 

In this connection it is interesting to 

note the improvement in the gold posi- 

tion of the Netherlands Bank over the 

same period. 

End End End End 

1929 1930 1931 1932 

(in millions of guilders) 

426 873 1033 

Foreign bills 247 84 71 

Foreign Accts. .... 3 44 36 16 





TAT 993 


Improvement as against 
the preceding year ... 12 


276 

As may be deduced from these fig- 
ures, the improvement in the gold posi- 
tion in 1930 was less, in 1931 vastly 
greater and in 1932 exactly correspond- 
ing to the decline in the trade deficit. 
The fact that even in 1932, when income 
from Dutch foreign investments may be 
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assumed to have reached a very low 
figure, the full benefit resulting from a 
smaller trade deficit is reflected in the 
position of the Netherlands Bank, is one 
of the most reassuring features in the 
Dutch situation. 

The Quarterly Review of the Incasso- 
Bank, Amsterdam, has this encouraging 
observation : 

The usual speeches pronounced by 
the chairmen of various chambers of 
commerce at the commencement of the 
new year generally were of a less de- 
pressing tone this time. It was stated as 
a matter of fact that, however timid 
the indications of increased activity may 
be, in any case it is certain that the 
general situation did not decline further 
in the latter part of 1932. The view is 
expressed that in spite of numerous de- 
pressing factors conditions will not grow 
worse than they are. 


POLAND 


Poland’s public debt as of January 1, 
1933, amounted to 5,172,786,000 zlotys 
as against 5,018,651,000 zlotys on Janu- 
ary 1, 1932, according to figures re- 
cently released by the state treasury. 

The internal indebtedness of the 
state, included in the above total, 
amounted to 661,009,000 zlotys as 
against 448,914,000 zlotys a year before. 
The foreign debts of the state on the 
other hand decreased by 57,961,000 
zlotys totaling at the beginning of the 
current year 4,511,776,000 zlotys, which 
decrease was partly due to the drop of 
the pound sterling and partly to the 
amortization of the debt. In addition 
to this indebtedness, guarantees ex- 
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tended by the state treasury to munici- 
palities, state enterprises and banks, ag- 
gregated 1,247,000,000 zlotys. 

The number of private banks in Po- 
land which reached the highest figure of 
126 immediately after the period of in- 
flation in 1925 is steadily decreasing—a 
number of institutions created as a re- 
sult of inflation having been liquidated. 
In 1928 the number of private banks 
dropped to 61, while further liquidation 
of weak institutions have finally reduced 
that total number of banks to 55. It is 
interesting to note that most of the 
banks which disappeared during the 
period between 1925 and 1932 were of 
lesser importance and that their liquida- 
tion, principally through mergers, was 
performed without unfavorable influ 
ence on the money markets. 

The Bank of Poland has resumed pur- 
chases of dollars, which were suspended 
since the establishment of the bank holi- 
day in the United States. It is reported 
from Warsaw that the official rate has 
been fixed at 8.60 zlotys per dollar as 
against the par of 8.91 zlotys. 


FINLAND 


Reviewing the foreign trade of Fin- 
land for 1932, the Quarterly Review of 
the Nordiska Foreningsbanken, Helsing: 
fors, says: 

In 1932 foreign trade again proved 
very favorable for the country’s balance 


of payments. It provided a surplus of 
exports of 1,200,000,000 marks in round 
figures or a larger surplus than ever be 
fore. 

Imports were restricted to an even 
greater extent than during the previous 
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year and only attained 67 per cent. of 
the level of 1926 in volume compared 
with 80 per cent. in 1931. The reduc- 
tion in comparison with 1931 represents 
450,000,000 marks at this year’s prices, 
but such a saving was not made actu- 
ally, but was required for the greater 
part to cover the higher cost of foreign 
exchange. The total value of imports, 
therefore, amounted to 3,437,000,000 
marks, i. e., only 28,000,000 below the 
amount for the previous year. Imports 
of machinery and other means of pro- 
duction fell off by 114,000,000 marks 
to 398,000,000, while imports of raw 
materials and semi-products for further 
manufacture increased by 108,000,000 
marks to 1,491,000,000. At the same 
time foodstuffs and other articles of 
consumption were imported to about 
the same amount in both years, for 
1,548,000,000 marks in 1932 against 
1,570,000,000 the year before. 

Exports were very satisfactory in 
quantity; their volume amounted to 105 
per cent. of the level of 1926 compared 
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before in the case of cellulose by 197,- 
000,000 marks to 1,151,000,000, of 
paper by 17,000,000 to 646,000,000 and 
of plywood by 6,000,000 to 196,000,- 
000, but fell off in the case of farm 
products by 9,000,000 to 528,000,000, 
of round timber by 40,000,000 to 176,- 
000,000 and of mechanical woodpulp 
by 9,000,000 to 142,000,000 marks. 


ARGENTINA 


Under date of February 27 the First 
National Bank of Boston received the 
following cable from its Buenos Aires 
branch: 

The general business situation is un- 
changed; the January favorable trade 
balance was 24,000,000 paper pesos, 
against 42,000,000 in January, 1932. 
Retail stores clearance sales are reported 
successful. The January combined bank 
statement shows deposits down 11,000,- 
000 paper pesos, loans down 2,000,000, 
cash up 11,000,000, cash reserve 24.1 
per cent. 


December, 1932 


40,000,000 
1,991,000,000 


January, 1932 


16,277,000 
2,285,789,000 


In Report No. 197, issued by Ernesto 
Tornquist & Co., Limited, Buenos 
Aires, the following is said regarding 
the national finances: 

The government at present in office 
has had to face many hard problems 
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since it assumed power in February, 
1932. In spite of the many adverse 
factors, it has been successful in pro- 
viding the means to pay off the most 
pressing part of the floating debt and 
has effected punctually the service on 
the internal and external consolidated 
debt, thereby safeguarding the country’s 
credit. 

Even though it was not possible to 
balance the 1932 budget as desired, the 
deficit will nevertheless be much smaller 
than in previous years, as according to 
the preliminary calculations of the Min- 
ister of Finance there will only be a 
shortage of about 30,000,000 paper 
pesos, which is under 31/4, per cent. of 
the total budget. 

Taken as a whole, revenue in 1932 
was below the budgetary estimates, the 
heaviest shortcomings being experienced 
in the yields from income tax and the 
tax on transactions. The first-named 
impost was only applied during part of 
the year and then in an incomplete 
fashion, no collections having been en- 
forced under certain schedules. The 
shortage in the yield from the tax on 
transactions is due to deficiencies in col- 
lection, this tax being somewhat of an 
innovation in our system of taxation. 

Comparing the 1932 revenue returns 
with those of the previous year, it will 
be seen that there were increased re- 
ceipts from internal taxes and under the 
heading of “contribucién territorial,” 
licenses, etc., which are to be attributed 
to the various modifications made in the 
respective laws. On the other hand, the 
yield from customs, the most important 
source of revenue in the Argentine 
fiscal system, showed a further fall 
owing to the downward tendency of 
imports. 

SWEDEN 


The Swedish Co-operative Union, 
controlling a number of manufacturing 
plants for various commodities, reported 
a turnover of 149,450,000 crowns for 
1932, making an increase over the record 
year 1931 of 1,420,000 crowns. Since 
wholesale prices during 1932 continued 
to decrease, the actual increase in mer- 
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chandise turnover is still larger. The 
manufacturing department of the Union 
showed a turnover of 38,240,000 
crowns, or an increase of 2,510,000 
crowns over 1931. The department for 
colonial products reported sales of 22, 
450,000 crowns, an increase of 1,880, 
000 crowns. Sales of textile products 
reached 8,580,000 crowns, an increase 
of 271,000 crowns. Turnover for the 
specialties department was 12,460,000 
crowns, an increase of 196,000 crowns. 
Sales of foodstuffs showed a decrease of 
2,450,000 crowns; the shoe manufactur- 
ing department a decrease of 979,000 
crowns; and the publishing department 
a decrease of 4000 crowns, all com- 
pared with the turnover of 1931. 


SWITZERLAND 


Swiss business in general continues to 
mark time. The trade controls, estab- 
lished last year to improve conditions, 
probably will be retained during the 
present year since they have not been in 
effect long enough to show definite re- 
sults. Swiss purchasing power has been 
somewhat curtailed, owing to a decline 
in building activity, reduced railway or- 
ders, smaller freight and passenger 
revenues and lower tourist receipts. The 
banks remain in an extremely liquid po- 
sition and credit is ample, although the 
preliminary check by the banks in cases 
of heavy credit requests has become 
somewhat more exacting. 

The unfavorable trade balance of 
Switzerland increased to 961,000,000 
francs in 1932 as compared with 902, 
000,000 francs in 1931, but the situation 
is not regarded with apprehension since 
it is generally believed that invisible off 
sets to the adverse balance will readily 
take care of any amount up to 1,000, 
000,000 francs. Exports valued last year 
amounted to 1,349,000,000 francs, a de- 
cline of 40 per cent. from the 1931 fig 
ure as against a volume decrease of 35 
per cent. Imports at 2,310,000,000 
francs were about 22 per cent. smaller 
than in 1931. Several individual items 
of import increased in volume, but these 
were offset by heavy declines in other 
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items due to the declining need of raw 
materials and semi-finished goods to be 
used in manufacturing for export. Trade 
with the United States continued to 
show the heavy reduction which char- 
acterized the previous year. 


BALTIC STATES 


All three of the Baltic States had 
favorable trade balances during 1932, 
Latvia for the first time in its history. 
Estonian exports during 1932 totaled 
42,571,000 crowns against 71,073,000 
crowns in 1931; imports amounted to 
36,860,000 crowns and _ 61,224,000 
crowns, respectively. 

Latvian exports amounted to 96,000,- 


INTERNATIONAL 


In explaining the changes in its condition 
the Aktiebolaget Goteborgs Handelsbank, of 
Gothernburg, Sweden, says: 

As will be seen from the enclosed report 
of our activities in 1932, when compared 
with the previous report for the financial 
year 1931, a reconstruction of the bank has 
taken place at the end of last year. The 
cause of this has been the general economic 
crisis, still prevailing with undiminished force. 
On that account, particularly some of the 
larger borrowers from the bank have had 
difficulties which have produced the effect 
of considerably reducing the value of their 
collateral securities lodged with the bank, 
securities which had previously been consid- 
ered satisfactory. The losses which the bank 
has suffered in this connection have caused 
our board of directors to proceed to a radi- 
cal writing off of debts, amounting to a total 
of 15,966,329 kronor. In cover hereof has 
been utilized the profit carried forward from 
1931, the reserve fund, and the profit for 
the year 1932 as shown at the time of the 
reconstruuction. The balance — 13,822,972 
kronor — has again been added to the bank’s 
remaining share capital through the interven- 
tion of the Swedish government, the share 
capital thereby being restored to its full 
amount, 20,000,000 kronor — fully paid up. 

These measures having been taken, the 
bank’s position is again thoroughly sound. 
Our institution having, in addition, in the 


000 lats and imports 83,000,000 lats, 
compared with 164,000,000 lats and 
177,000,000 lats, respectively, in the 
previous year. 

Lithuanian exports were 189,125,800 
lits and imports 166,953,500 lits, against 
273,119,100 lits and 277,959,100 lits, 
respectively, in 1931. 


CHINA 


The central mint at Shanghai was 
opened on March 1 for the coinage of 
a uniform yuan or silver dollar which is 
expected to replace all current silver 
dollars. The new mint is equipped 
throughout with American machinery 
and apparatus. 


BANKING NOTES 


course of its previous activities accumulated 
considerable reserves not shown in the ac- 
counts published, it has been possible, at the 
reconstruction, to create a new reserve for 
bad debts, also hidden, intended to meet such 
need for writing off debts as may eventually 
arise in case of a continued depression. After 
the thorough reconstruction of the bank thus 
effected, we consider ourselves entitled, as 
soon as the general economic situation again 
clears up, to reckon with the probability of 
our being able to recover a not unimportant 
part of the sums now having been written off. 


Tue British Linen Bank had a net profit for 
the year ended January 14 of £292,045 9s. 4d., 
which, added to the amount brought forward 
from previous report, made a total of £378, 
722 3s. 11d. Out of the earnings two semi- 
annual dividends were declared at the rate 
of 16 per cent., £30,000 written off bank 
premises and other property, £100,000 placed 
to contingent account, and £98,722 carried 
forward. 


THE National Bank of Australasia Limited an- 
nounces the death of M. T. Costello, London 
manager of the bank. Mr. Costello had been 
in the service of the bank for forty-five years, 
of which thirty years were spent in Australia. 
He was appointed secretary of the London 
office in 1918, and in 1929 as London man- 
ager. 
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Current Conditions in Canada 


commerce, as a whole, there is a continuing 
favorable balance, the excess of domestic ex- 
ports over imports in the last ten months 
having been $61,000,000. 

Some increase in prices of farm products 
has latterly occurred, though they are still 


From the Business Summary of the 
Bank of Montreal: 


The winter mid-season period is usually 
one of marking time, and this year presents 
no exception. In all branches of business 
briskness is lacking, commodity prices are 
low, there is no incentive to purchase stocks 
beyond current needs and no outlet for 
larger production of manufacturers. Nor is 
it probable that this condition will be re- 
lieved until seed-time and water navigation 
again come around. Yet bright spots can be 
seen. Canada, for instance, is doing more 
trade with Empire countries, largely a result 
of the Imperial Economic Conference agree- 
ment, the ratio of decline in bank debits is 
growing less, some new industries and branch 
factories are being established, and commodi- 
ties prices having apparently reached an ir- 
reducible minimum may fairly be considered 
at rock bottom. The banking position is of 
exceptional strength, unprecedentedly so, in- 
deed, the credit resources of the banks being 
adequate to accommodate the requirement of 
a greatly enlarged trade. Intercourse and 
commerce with the United States are ad- 
versely affected by the depreciation of the 
Canadian dollar in terms of gold and by 
tariff restrictions, but in Canada’s outside 
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abnormally low and discouraging. to pro- 
ducers. Wheat has risen ten cents per 
bushel from the bottom figure touched. 
Shipments of Canadian wheat to Great Britain 
have far exceeded those from other coun 
tries, partly by reason of the preferential 
tariff. In the first half of the current crop 
year exports from Canada have been 139, 
859,000 bushels, more than three times the 
quantity shipped from the United States and 
more than double the exports from Australia. 
Butter has made a substantial rise in price in 
consequence of moderate stocks in store and 
of the absence of pressure of the New Zea’ 
land product, and while the livestock market 
is draggy, shipments of cattle to Great Britain 
continue, with good prospect of enlargement 
when St. Lawrence River navigation opens. 

Manufacturing industries, generally, have 
not yet shown activity. Cotton mills are op- 
erating at reduced capacity. The output of 
boots and shoes and artificial silk goods is 
fairly well maintained. In all departments 
of iron and steel industries quiet prevails. 
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Seasonal spurt has marked the motor car 
trade. Exports of automobiles are larger 
than last year, having nearly doubled in 
value in the past ten months. Retail trade is 
in the between-seasons period. 

The foreign trade of Canada is relatively 
well sustained under the handicap of world 
depression and _ near-prohibitory tariffs in 
many foreign countries. In January it had 
a value of $56,441,000, and in the elapsed 
ten months of the current fiscal year its value 
was $766,752,000, against $994,997,000 in 
the corresponding period of the preceding 
year, a decline of 23 per cent., of which a 
substantial portion is due to the fall in prices. 
Despite the abnormally low price of the prod- 
uct, exports of wheat and wheat flour in the 
last ten months, $132,285,000, constituted 
one-third of the total value of Canadian ex- 
ports of domestic products, $410,931,000. 
The only manufacturing industry showing 
larger sales abroad is the automobile indus- 
try; exports of motor cars in January were 
$120,000 over last year, while in the ten 
months’ period there was an increase of $2,- 
943,000. The export trade in forest products 
continues to diminish. In the last ten months 
the value of newsprint exported has fallen 
$23,494,000, about 26 per cent., while the 
shrinkage in shipments abroad of planks and 
boards and woodpulp has been still larger in 
percentage. 

The decline in car loadings has not yet 
been checked, 55,664 fewer cars having been 
loaded this year to February 11 than in the 
corresponding period in 1932. All classes of 
commodities share in the decrease, notably 
merchandise in less than carload lots and 
miscellaneous. The operating results of the 
two railway systems in 1932 have now been 
made public. The Canadian National had 
gross revenue of $143,414,800, exclusive of 
the eastern lines, and operating expenses of 
$133,374,900, leaving net revenue of $10,- 
039,900. On the eastern lines—Maritime di- 
vision—receipts declined $5,542,700, against 
which there was a reduction of $17,791,700 in 
operating costs, the deficit of $4,144,500 be- 
ing $2,249,000 less than in 1931. The net 
Operating surplus for the whole system was 
therefore $5,895,400. Gross earnings of the 


UR close contact with the commercial activities with five 
Offices in the City and various Branches in other parts of 
India, puts us in the best position to serve you. 
S. N. POCHKHANAWALA, Managing Director 


Canadian Pacific in 1932 amounted to $123,- 
936,700, a decline of $23,909,400 from the 
preceding year, while operating expenditure 
was $103,846,700, leaving a surplus of $20,- 
089,900, compared with $25,424,700 in 1931. 

The statement of chartered banks at the 
close of December showed that current loans 
during that month decreased $34,910,000, an 
unusually large contraction. There was slight 
variation in notice deposits during December, 
but compared with a year ago these were up 
$17,478,000. Bank debits to individual ac- 
counts in January totaled $1,969,000,000, as 
compared with $2,071,000,000 in January, 
1932. 

While the bond market has on the whole 
advanced and the undertone is firm, it is still 
highly sensitive to external developments, 
and day-to-day fluctuations tend to widen 
as a result. 


CANADA’S ABILITY TO TAKE CARE OF 
FOREIGN PAYMENTS 


Donald M. Smith, economist of the 
Royal Bank of Canada, in a recent state- 
ment, corrects scme impressions about 
Canada’s balance of payments, and the 
ability of the country to meet foreign 
obligations. He says, in part: 


The present slump in business, due to the 
world-wide depression, and the substantial 
premium on New York funds has called 
forth in the United States, and even in Great 
Britain, a good deal of speculation as to the 
ability of Canada to meet her foreign debts. 
A study of the Canadian balance of pay- 
ments affords reassurance on this point. On 
balance over the past ten years Canada has 
not been a borrower but, on the contrary, 
has exported capital to an amount of $779,- 
000,000. Even in the year that has just 
passed, the net export of capital is estimated 
at no less than $70,000,000. These figures 
are after payment of all interest due outside 
of Canada, and therefore, during 1932 the 
country as a whole had no less than $70,- 
000,000 available to apply on the principal 
of foreign debts. The present exchange 
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situation inevitably leads to considerable con- 
fusion of thought in connection with its ef- 
fect on interest payments abroad. Export 
industries are benefited to a greater extent 
than the extra cost of their fixed interest 
charges, but many corporations and govern- 
ing bodies, whose obligations are payable in 
New York funds, are adversely affected. The 
country as a whole will benefit by a premium 
on New York funds so long as the balance 
of payments is favorable, as at present. 

The view which is generally held outside 
of Canada, and is probably also believed by 
a great majority within the country, that on 
balance we have been borrowers abroad 
during recent years, is not difficult to under- 
stand. Prior to the war we were importing 
capital on a huge scale in connection with 
the development of the natural resources of 
the country, the building of railroads and 
the creation of a manufacturing industry. 
Although most of the funds for financing the 
war were raised within the country, the net 
foreign debt of Canada continued to increase. 
As indicated above, in recent years the re- 
verse has been the case, but this movement 
has been obscured because no publicity is 
given to the redemption of debts maturing 
in New York, whereas the issues of the loans 
of provinces, municipalities and corporations 
payable in New York are widely advertised. 
Canadian securities held in the United States 
have been redeemed and repurchased steadily 
during recent years. Moreover, corporations 
have been accustomed to make bonds payable 
in New York funds, even though they were 
marketed almost entirely in Canada, and 
while no reliable figures can be obtained it 
is probable that a substantial majority of all 
the corporation securities payablé in New 
York funds is actually held in Canada. The 
proportion of the bonds of the municipalities, 
the provinces and the federal government 
held in Canada is smaller. On the whole, 
it is probably erring on the conservative side 
to state that one-half of the total Canadian 
bond issues payable in New York funds is 
actually held in Canada. To the extent that 
this is true, the purchase of New York funds 
to cover interest would have no effect on 
exchange quotations. 

The maturing principal and interest of 
Canadian bonds payable in New York funds 
in 1933, as estimated by A. E. Ames & Co., 
Ltd., amounts to $266,000,000. Of the 
$109,000,000 of maturities, a fair estimate 
might be that $25,000,000 is domiciled in 
Canada, and of the interest payments it is 
estimated that about $75,000,000 will eventu- 
ally come to Canadians, thus reducing the 
net payments due in the United States dur- 
ing 1933 by about $100,000,000 and leaving 
an approximate amount’ of $166,000,000 
payable in New York. Sixty million dollars 
due in October is a one-year loan of the 
Canadian government which, no doubt, can 


be renewed without any difficulty should it 
be deemed advisable. In substantiation of 
the figures quoted above, the Dominion Bu- 
reau of Statistics estimates that not less than 
$50,000,000, and perhaps as much as $8/5,- 
000,000 of the annual interest payable in 
New York funds, came back to Canada in 
1932. Since a supplementary estimate by 
A. E. Ames & Co., Ltd., suggests that there 
is about $38,000,000 due in principal and 
interest in foreign countries, other than the 
United States, the net payments of principal 
and interest abroad will not be in excess of 
$200,000,000 United States currency, less 
such maturities of principal as may be re- 
newed. In reconciling this figure with those 
of the Dominion Bureau of Statistics’ “Bal- 
ance of Payments,” it should be noted that 
their figure also includes dividends which we 
are not taking into consideration. 

If the net balance were favorable in 1932, 
a year of most exceptional difficulties both in 
Canada and abroad, it is no less likely to be 
equally favorable in 1933. Present indica’ 
tions strongly suggest that there will be a 
material increase in gold production and ex- 
port during the current year, that commodity 
imports will be reduced and that exports to 
Great Britain may show a further increase 
as a result of the Ottawa agreements. The 
world wheat situation is increasingly favor- 
able and Canadian wheat shipments for the 
past two months have been 50 per cent. 
ahead of those in the corresponding months 
of 1932. If due consideration is given to 
the factors outlined and to our previous 
record, there should be no occasion to ques- 
tion our ability to take care of all foreign 
obligations without any particular strain. 


CANADIAN BANK OF COMMERCE LETTER 


The Monthly Commercial Letter, Ca- 
nadian Bank of Commerce, says, respect- 
ing general conditions in Canada: 


An encouraging feature of the present 
business situation, and one bearing upon the 
discussion on wheat in the preceding issue of 
this Letter, is that world weekly shipments 
of this cereal have recently been at an aver- 
age rate well above that required to maintain 
Mr. Broomhall’s estimate of international ex- 
ports for the current “wheat year.” More- 
over, Canadian exports from mid-December 
to mid-February were, contrary to the ex- 
pectations of those who feared the effects of 
Southern Hemisphere competition, 35 per 
cent. higher than in the corresponding period 
of last year; the Australian, shipments were 
14 per cent. larger, while the Argentine 
were slightly smaller. 

Continued irregularity is to be noted in the 
industrial . field. Steel production has de- 
clined during the past month, following a 
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sharp rise in January, which had brought it to 
the highest point in any month since the 
early spring of 1932. The February con- 
struction contracts awarded were disappoint- 
ingly small, and coupled with those of Janu- 
ary provided a volume of building and en- 
gineering work only about one-quarter of that 
contracted for in the first two months of last 
year. The influence of this further severe 
depression in the building and engineering 
trades is of course felt in the allied industries, 
about twoscore all told. While a better un- 
dertone is evident in the eastern lumber in- 
dustry, the mills in British Columbia com- 
menced the year with a production at least 
one-third less than in the early part of 1932. 
On the other hand, the newsprint mills op- 
erated in January at a slightly higher level, in 
contrast with a decline in the production for 
all of North America—Canada, the United 
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States and Newfoundland; the Canadian out- 
put, however, was in excess of shipments and 
it is probable that the seasonal down-turn in 
February has thereby been accelerated. Min- 
ing has held its ground well, except in the 
Atlantic and Pacific Coast coal fields. 

The automobile industry has enlarged its 
scale of operations; the latest complete pro- 
duction report is that of January, which 
showed the activity of the manufacturers to 
have risen well above the level at the close 
of 1932, though 10 per cent. below that of 
January of last year; this decline, however, 
seems insignificant in comparison with that 
between the corresponding months of 1931 
and 1932, one of 40 per cent. While there 
are still a number of textile mills and other 
secondary industries busily engaged, a smaller 
and more hesitant demand than has yet been 
experienced is noticeable for cotton goods. 








ENGLISH-SPEAKING ACCORD 
NEEDED 


“With political conditions throughout 







the world as disturbed as they are at the 
present moment, it is of the utmost im- 
portance that every effort be made to 
keep English-speaking peoples in par- 
ticularly close accord. The main em- 
phasis should be placed upon the neces- 
sity for re-establishing confidence and 
the desirability of accord of English- 
speaking peoples rather than upon the 
justice or abstract rights involved in the 
contentions of the United States or her 
foreign debtors. The credit collapse of 
Germany came before the world recog- 
nized the necessity for Lausanne. Is 
there a necessity for an even more com- 
plete disaster before the present perilous 
position of Europe is generally under- 
stood in North America?”—Monthly 
Letter, Royal Bank of Canada. 








THE BANK AND ITS EQUIPMENT 


A MONTHLY DEPARTMENT DEVOTED TO BANK ARCHITECTURE 
AND MODERN BANK EQUIPMENT 


Unit Plan of Posting for Banks 


By W. M. INGERSOLL 


Remington Rand, Inc. 


attention to commercial banking 

operations more seriously in the 
past decade than during any similar 
period in banking history. Earnings 
from strictly commercial accounts have 
steadily declined to a point where little 
or no net profit is realized from this de- 
partment. Banks have been forced to 
develop special functions, such as those 
of the trust department and real estate 
loan department, in order to maintain 
income and dividend rates established 
over a business lifetime. 

Diminishing profits have given bank 
executives much concern and have caused 
many changes in commercial department 
operations. Precedent has been cast 
aside in favor of more modern, more 
economical and safer methods. Modern 
banking practice permits better service 
to the customer and cuts the expense of 
doing business. 

To reduce commercial department 
costs banks have been and are continu- 
ing to eliminate undesirable accounts. 
They are establishing a service charge 
for accounts with balances below a cer- 
tain minimum. They take these steps 
because the expense of handling a check 
has steadily mounted through increased 
cost of clerical help, increased number 
of items handled per account, increase 
in machine cost, increase in space oc- 
cupied, etc. For some years now we 
have been developing and projecting 
ways and means to help the banker place 
the commercial department on a profit- 
able plane again. 

It has been necessary in banks to em- 
ploy bookkeepers to post the depositor’s 
ledger, others to post depositor’s state- 
ments and still additional clerks to run 
396 


B seen have been turning their 


journal sheets of checks and deposits. 
Under this dual posting plan it is neces- 
sary to handle an item several times each 
business day to accomplish a single com- 
pleted posting. A number of bookkeep- 
ing machines are required. Costs are in- 
creased by the double posting, first to 
the ledger and then to the statement. 
Other businesses are fast discarding this 
duplication of work, which has been 
proved unnecessary, as well as discourag- 
ingly expensive. 

The installation of bookkeeping ma- 
chines in banking work has helped to- 
ward winning the great battle with 
waste—but the complete solution has not 
been reached by any bank until these 
questions are satisfactorily answered— 
what kind of bookkeeping machines?— 
what kind of systems?—what kind 
of trays, record forms and other posting 
and reference devices will give maximum 
speed, safety and control with the great- 
est economy of time, labor and money? 

It is believed all these questions have 
been answered through the introduction 
of the unit posting plan for banks. The 
unit posting plan will cut labor, machine 
and equipment costs—items all banks 
have been striving to reduce. Through 
unit posting commercial bookkeeping 
costs are cut by 25 per cent. at least. 

The term “unit posting’ may be de- 
fined as posting on the depositor’s ledger, 
depositor’s statement and an original 
journal, his checks and deposits—all at 
a single posting. The statement and 
journal are effortless by-products of the 
ledger posting. Since the machine does 
most of the work automatically, the 
three records are written in the length 
of time ordinarily required to post the 
depositor’s ledger alone. Journalizing, 
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COURTESY REMINGTON-RAND INC 


A Close-Up of a Unit Posting Machine. 


calling back of ledgers against statements 
and listing of balances for proof have 
been eliminated as a daily procedure. 
The result is inevitable saving of time, 
labor and machines. We believe that in 
the entire history of machine bookkeep- 
ing and loose leaf record keeping progress 
no more important step has ever been 
taken than that which makes possible 
the completion of these three records in 
one operation. 

The operation of the machine is ex- 
tremely simple. To make a complete 
posting it is only necessary to record the 
old balance, list the checks and deposits 
and depress the balance key to print the 
new balances. Dates are automatic. All 
carriage tabulations are automatic. Debits 
are subtracted and credits are added 
automatically in their proper positions. 
The machine is motor controlled—even 
the numeral keys are electrically oper- 
ated. Extra accumulators are provided 


to accumulate totals for a quick and 
positive proof of posting. 

One of the important features on the 
new dual bank bookkeeping machine is 
the special type of carriage which per- 
mits quick insertion, alignment and re- 
moval of ledger and statement forms 
without disturbing the journal, which re- 
mains in the machine until filled. This 
new machine provides a journal which 
shows an original impression of all debits 
and credits made at the time they are 
posted to the ledger. It is an original 
record of the items that were actually 
posted to the ledger—not of the items 
that should have been posted. At the 
completion of the postings separate totals 
of checks and deposits, automatically ac- 
cumulated by the machine during the 
posting process, are printed on the jour- 
nal. When filed in a binder, the journal 
forms a permanent record of postings. 
It is a 100 per cent. by-product—and 
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100 per cent. accurate and trustworthy. 

The forms used with the unit posting 
plan are unique. The ledger sheet is a 
fold-over form with fold at the top. (See 
illustration.) A statement and carbon 
sheet are inserted between the folds of 
the ledger. The statement is the same 
size as the ledger and has the same 
columnar rulings and headings. The 
statement, also, is a 100 per cent. by- 
product. 

As the items are posted to the ledger 
the impression is made on the statement, 
showing checks, deposits and balances in 
detail. At the end of the month, or 
whenever desired, the statement is with- 
drawn from the ledger, ready for the 
customer. With it are placed the can- 
celed checks for the period, after they 
have been counted and compared with 
the total number of checks listed on the 
statement. To avoid a month-end peak 
load, most banks count the canceled 
checks and make the comparison at regu- 
lar intervals during the month. When 
the completed statement is withdrawn 
from the ledger, a new statement blank 
is inserted and postings are continued 
from the last point on the ledger. 

The time formerly necessary to trans- 
fer balances to new statement blanks at 
the end of the month is saved, because, 
under the unit posting plan, the balance 
brought forward prints in the old bal- 
ance pick-up position. The transfer is 
made automatically when the account 
next becomes active. When one side of 
the ledger sheet is filled, the form is 
turned and posting continued on the 
second page of the outside fold. At the 
same time, the carbon is turned and im- 
pressions now will be made on the back 
of the statement, which is provided with 
suitable columnar headings and rulings. 
After the second page of the ledger on 
the outside fold is filled, the form is re- 
versed, and two new pages are then se- 
cured. Thus the ledger sheet has four 
pages instead of two and furnishes a his- 
tory of the account for a much longer 
period. 

Every banker expects proofs of accu- 
racy from a machine and the system 


COURTESY REMINGTON-RAND. INC. 


A Unit Posting Machine in Action. 


used to post depositor’s accounts—that 
the old balance was picked up correctly, 
that the correct amounts have been 
posted, checks as checks and deposits as 
deposits, that all items have been posted 
and that all items were posted to the 
correct amounts. 

With the unit posting plan, proof 
that the old balance of an account was 
picked up correctly is obtained by mak- 
ing a double pick-up of the old balance 
at the time of posting. Both pick-ups 
print on the journal as illustrated. The 
proof is accomplished automatically by 
the machine, due to the fact that the 
proof accumulator is equipped with di- 
rect subtraction. 

When the ledger sheet is inserted in 
the machine for posting and the old bal- 
ance is recorded, the old balance prints 
on both ledger and journal. This old 
balance also adds in two separate accu- 
mulators, one for extension of new bal- 
ances on the ledger, and the other for 
old balance proof of pick-up. After 
the new balance has been extended on 
the ledger sheet, the carriage tabulates to 
a position on the journal to the right 
of the first old balance pick-up which 
was added in the proof accumulator. 
Here the old balance is picked up a 
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second time from the balance column on 
the ledger. This time, it is automatically 
subtracted from the first old-balance 
pick-up in the proof accumulator and 
prints to the right of the first pick-up. 
If no errors were made in either of the 
old balance pick-ups, the final total in 
the proof accumulator will be 00* be- 
cause the old balance was added the first 
time and subtracted the second. If an 
error was made during the posting by 
picking up a balance wrong, the exact 
difference would appear instead of the 
clear signal 00*. Both old balances are 
listed side by side on the journal and an 
error may be quickly and easily located. 

As postings are made, this dual bank 
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bookkeeping machine automatically 
makes a journal which furnishes in the 
space provided, separate lists and sepa- 
rate totals of checks and deposits as they 
are posted. The automatically accumu- 
lated totals are printed on the journal 
when postings have been completed. 
Totals of checks and deposits printed on 
the journal are compared with pre-list 
totals of checks and deposits furnished 
by the proof department. The journal 
totals agreeing with proof department 
totals give assurance that all checks 
have been posted as checks, that deposits 
have been posted as deposits and that 
all items have been posted. If an error 
has been made in any one of the trans- 
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actions, the totals will not agree. In 
case of difference, the items can quickly 
be checked with the items printed on 
the journal and the error is localized. 
With the unit plan of posting, a 
physical audit is made by comparing 
the checks and deposits with the 
amounts posted on the ledger sheets. 
During the posting, the operator offsets 
the affected sheets for all runs during 
the day. The next morning one opera- 
tor crosses with another and debits and 
credits are called back. Since the cor- 
rectness of the items posted has already 
been proved, signatures only are called 
back on checks. The amount of the 
deposit is called. For example—‘“John 
Smith, one, two, three”—‘“Joe Taylor, 
one, two and credit $100.00,” etc. Thus, 
the operator can concentrate entirely on 
signatures. This is a very rapid opera- 
tion and items can be audited efficiently 
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at the rate of 1500 per hour, one opera- 
tor calling to another. 

A variation of the foregoing unit 
posting plan has been used very suc- 
cessfully and an average taken from the 
reports of banks, both large and small, 
shows that it accomplishes a substantial 
saving daily over their former methods. 
Under this method the same dual bank 
bookkeeping machines are used and the 
same fold-over ledger with statement 
and original journal. 

Reports from banks where the unit 
posting plan has been put in effect are 
most satisfactory. The general feeling 
among users is that both errors and op- 
erating time have been reduced to a 
minimum, proof has been facilitated and 
statements rendered more readily. Not 
only were substantial economies realized 
but, what is more important, service to 
the public was improved. 


EQUIPMENT NOTES 


THE Morris Plan Company of Chattanooga, 
Tenn., has occupied its new banking rooms 
on the street floor of the Provident Building. 
Terrel M. Clements, president of the bank, 
stated that the public interest as expressed 
by visitors inspecting the enlarged facilities 
was most gratifying. 


THe Rensselaer County Bank is remodeling 
the building of the defunct Rensselaer Na- 
tional Bank to be used as a branch office 
in Rensselaer, N. Y. The new branch office, 
located at Broadway and Second avenue, will 
have installed every facility contained in the 
parent bank. 


Tue Liberty Bank and Trust Co., of Louis- 
ville, Ky., makes use of its display windows 
by exhibiting Louisville-made products. So 
successful has been this scheme, that these 
displays are being shown in the Fourth ave: 
nue branch as well as the main office at 
Market and Second streets. 


THE National City Bank of Evansville, Ind., 
tecently purchased 1500 new safe deposit 
boxes from the York Safe and Lock Co. 
These will be used in addition to the original 
boxes, officials of the bank stated. 


AN increased volume. of trust business has 
made it necessary for the United Savings 
Bank, Detroit, Mich., to move its trust de: 
partment to larger quarters. According to 


Thomas T. Dunn, vice-president and trust 
officer, this department, handling only estate 
administrations and a limited range of agency 
services for individuals and educational insti- 
tutions, has placed approximately $5,000,000 
worth of business on its books since it was 
established in 1930. The new quarters vir- 
tually occupy the entire second floor of the 
United Savings Bank building. 


A New dictator known as the “Pro-Technic 
Ediphone™ is being manufactured by the Edi- 
son Co. in their Orange, N. J., plant. This 
new and radical dictator is completely en- 
closed and has many mechanical improve- 
ments. Moreover, it is designed to harmon- 
ize with other office furniture both in beauty 
of construction and in color, the latter being 
a buff grey, technically known as “neutral,” 
and able to blend with any type of color of 
office furniture or finish. An exhibition of 
these new models is being held at the Edi- 
phone Co.'s offices on Fifth avenue, New 
York. 


A UNIQUE service is being offered by the 
South Bend (Ind.) Lumber Co. The com- 
pany checks all repossessed homes owned by 
a bank at regular intervals and reports their 
condition to the banker, recommending nec: 
essary repairs, and quoting an over-all price. 
The result is reported to be entirely satisfac- 
tory and economical—and, from the banker's 
standpoint, unburdensome. 
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TO RESTORE PUBLIC CONFIDENCE 


A letter from the president of the 
FINANCIAL ADVERTISERS ASSOCIATION 


Editor, BANKERS MAGAZINE 
Dear Sir: 


The acuteness of banking difficulties is apparently behind us. Those 
banks which have reopened have done so virtually with the guaranty of 
the Government that they are sound and will continue to function; those 
opened on a limited basis or not permitted to open are safe from de- 
positor runs. For the first time, we know where we stand, and the 
public has a positive reason for confidence in the active institutions. 

Here is a definite base for progress. Further, the past three years 
have done much to restore our sense of values; partly from choice and 
partly because of legislation banks will recognize fundamental functions 
and fundamental rules of conduct. 

There is a further essential step. The President's action created a 
basis for confidence; the maintenance of that confidence should be fore- 
most in the bankers’ minds. President Roosevelt's radio talk on March 
12 did two things which banks should consider—he took the public into 
confidence and explained why and wherefore, and he talked a language 
that the public could comprehend. 

The going banks have an obligation and an opportunity to continue 
in this vein—individually or in groups, they can explain to the public 
their functions, what banks may or may not do, and what the banks and 
the public may expect of one another. The light of publicity is essential 
if the public mind is to be illuminated, and if we are to continue to 
enjoy public confidence. 

I believe this is a matter which banking journals would do well to 
stress to their readers over and over again. Anything a bank says or 
does may be dangerous, but the most dangerous of all may be to say 
and do nothing. If banks display sufficient interest in obtaining adver- 
tising material of this nature, I feel sure that the Financial Advertisers 
Association will be glad to assist in getting it for them. 


Sincerely yours, 
H. A. LYON 
March 22, 1933. President 

















ADVERTISING AND PUBLICITY 


A MONTHLY REVIEW OF CURRENT ADVERTISING AND NEW 
BUSINESS EFFORT BY AMERICAN BANKS 


A Successful Savings Campaign 


By RayMmonp I. TENNANT 
Advertising Manager, California Bank, Los Angeles 


S an embryo newspaper reporter 

Az years ago the first and funda- 

mental rule impressed upon my 

mind by the city editor was that any 

news gatherer sent out by him to cover 

a story must bring back the answers to 
these five questions: 

1. Who? 

Where? 
When? 
Why? 
How? 

Furthermore, the impression was given 
that unless the answers were forthcom- 
ing the reporter’s best bet would be to 
emulate the Spartan lad—come back on 
his shield. 

I presume the same rule still is in 
force in newspaper circles today. I trust 
that it is, because it always seemed to 
me an excellent basis of preliminary ac- 
tion, a necessary analytical background, 
no matter what the project. Perhaps 
that early training, though, is the cause 
of a somewhat critical attitude toward 
present day thrift advertising. 

A study of savings advertising shows 
that banks are particularly prone to an- 
swer three of the above questions. When 
it comes to the question of “who” should 
save the attitude seems to be that every- 
one can, and should save. When the 
question of ““where” is discussed there is 
but one answer—naturally, at the bank 
over whose signature the advertisement 
appears. 

Regarding the “when,” to judge from 
some of the copy, the answer would be 
every day, and twice on Sunday. Frankly, 
doesn’t the emphasizing of these points 
make one wonder whether the advertis- 
ing may not be overburdened with self- 
interest, thereby causing mistrust in the 
mind of the prospect? 


As to the “why,” various reasons are 
given. Often it seems, however, that 
the full value of this phase is not utilized 
—the merchandising, or “desire crea- 
tion” angle overlooked. As to the 
“how” to save, few even attempt an 
answer, yet I believe this to be the ques- 
tion paramount in the minds of the 
American public today. 

Recently 100 savings advertisements 
that have appeared in the United States 
within the past six months were analyzed. 
In all of the 100, the “who,” “where” 
and “when” were conspicuously dis- 
played. In 27 of the 100 advertisements 
various “whys” were given. These rea- 
sons ranged from “travel,” “weddings,” 
“advancement,” “luxuries” and “Christ- 
mas” on the pleasant side of the picture 
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to “rainy days,” “emergencies,” “retire- 
ment,” “depression” and “education” on 
the more serious side. One of them even 
said: “It is easy to save.” From a per- 
sonal standpoint as well as a professional 
observation of the present era, I am of 
the opinion that it would be a difficult 
task today to persuade many of the 123,- 
000,000 in the United States as to the 
truth of that statement. 

Only 10 of the 100 advertisements 
had anything at all to say as to how to 
save. Some of the plans they presented 
were excellent, but it is not the purpose 
of this article to discuss their merits or 
lack of them. The banks that suggested 
them, in my opinion, should be com- 
mended; they are displaying leadership, 
aiding their clients and the public gen- 
erally to attain a firmer footing in the 
struggle for economic existence. And 
one of the principal criticisms leveled at 
the banks for the past two years has 
been that they have failed in leadership. 

Early in 1932 we of California Bank 
became firmly convinced that the thought 
uppermost in the public mind during 
1932 would be the subject of thrift, or 
“wise and prudent management,” and 
that probably this condition would ex- 
tend into or through 1933. We also 
were convinced that if we could aid in 
showing the public how to save we 
should be performing a real service. 

From an advertising or selfish stand- 
point the program was a “natural.” 


ROE REERONMEN 


your money 
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Wherever two or three people were 
gathered together the discussion of their 
personal household finance problems was 
the main topic. Newspapers were filled 
with the balancing of the national, state 
and municipal budgets. Necessity had 
proved a great spur to that which bank- 
ers always had considered an old Amer: 
ican custom, the habit of saving—a cus 
tom which had received a considerable 
set-back during the balmy days of 1927, 
1928 and 1929. 

Thrift development was _ officially 
adopted early in 1932 as California 
Bank’s program of advertising and mer’ 
chandising. There was no outward 
manifestation of this program, however, 
until September 1, because as the first 
step in our plan we had to establish a 
budget book that would do what we be: 
lieved should be done in order to be of 
real assistance. 

We had distributed a budget book for 
several years—but it was only a budget 
book. It went part of the way in show 
ing people how to save, but not far 
enough. Some of us around the institu’ 
tion had been wrestling with our own 
problems as they related to budgeting 
for several years. We knew the book's 
deficiencies; we believed that we knew 
some practical angles that could be ap: 
plied to the development of a real budget 
book. 

For the theoretical side we turned to 
Dr. Greta Gray, associate professor, De- 
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partment of Home Economics, Uni- 
versity of California at Los Angeles, 
who has the degree of S. B. from Massa- 
chusetts Institute of Technology, A. M. 
from Columbia University and Ph. D. 
from Yale. She was also a member of 
the President's Conference on Home 
Building and Ownership in 1932. 
Through her co-operation, and from 
her technical knowledge and our pre- 
vious budget book experience, came the 
present edition of our budget book, 
“Saving and Spending,” a practical 
budget for the home, built especially for 
Southern California needs. It emphasizes 
how to budget, how to save, and how, 
when, where and why to set up reserves. 
With our first step completed we be- 
gan the publicity campaign September 1. 
Newspapers were chosen as the prin- 
cipal medium but, as the advertising 
gained momentum, billboards and a small 
amount of direct-by-mail were added. 
Our schedule provided for newspaper 
copy staggered daily every other week 
in the five urban papers. In the “off” 
week the copy was carried in the subur- 
ban papers so that no week would pass 
that there did not appear somewhere in 
Los Angeles County, the territory which 
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we serve, California Bank’s message of 
thrift, with the emphasis on the “how.” 
Four-column, 12-inch space was used, il- 
lustrated by a photographic treatment 
somewhat unusual. 

The first advertisement told of the 
book’s development, offered it freely to 
the public and set up as a theme for the 
entire series the phrase, “Making it 
easier for you to save money.” Other 
advertisements discussed thrift and bud- 
geting in general, but concentrated prin- 
cipally on the three types of reserves. 
The copy had continuity, it was filled 
with the “you” idea, and the advertiser's 
“selfishness” was played down as much 
as possible, even to the extent of urging 
that savings accounts be opened “in a 
good bank.” 

In January we put an added smash 
into the campaign by plastering the com- 
munity with billboards. It was the ap- 
pointed hour—a new year, new resolu- 
tions and new hopes. 

The results of our program from a 
promotional standpoint have exceeded 
our expectations. In five months more 
than 15,000 people have expressed their 
interest in the subject of thrift and bud- 
geting by calling at our local offices; 
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letters have been received from almost 
every state of the Union—due entirely, 
however, to local advertising—from 
Cairo, Egypt, on the east, and Honolulu 
on the west. 

Members of the staff have been invited 
to address numerous meetings; we have 
been on the air over a popular local 
station and at a popular hour discussing 
thrift as a news event—with other in- 
vitations extended. Newspapers in our 
territory have devoted columns of pub- 
licity to the subject; one university and 
a number of high schools are using the 
budget book, “Saving and Spending,” 
as a supplementary text book. 

Out of our experiences in this cam- 
paign in bank promotional work has 
come the conclusion that a definite plan, 
a continuity of thought, is effective; that 


HE majority of bankers seem to 
have too long regarded the ques- 
tion of advertising as an unwel- 
come stepchild, a nuisance of a prob- 
lem to be got out of the way with as 
little bother as possible. Many bankers 
realized that their stepchild presented 
an invaluable opportunity instead of an 
annoyance, and have done some splen- 
did and constructive work. But it is 
evident that they have been regrettably 
in the minority and also somewhat late 
in making their appearance. 

Today the challenge to financial ad- 
vertising is sharp and clear. And with 
the resourcefulness it has begun to show 
in the last few years, it will surely meet 
the situation with distinction. 

Banks unintentionally have shrouded 
themselves in a rather forbidding cloud 
of mystery, leaving the average citizen 
hopelessly in the dark as far as even the 
bare essentials of their working» prin- 
ciples. Mystery may lend a certain de- 
gree of dignity, but it also is apt to breed 
mistrust. And, with a little encourage- 
ment, mistrust may develop into fear. 
As long as everything went along 
smoothly, most people remained indif- 
ferent (and in that they were guilty of 
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it is possible in these times for banks to 
develop a program of leadership. One 
other fact also was impressed upon us. 

Few who read this article are unaware 
of the four fundamentals that govern ad- 
vertising—will it attract attention, arouse 
interest, create desire and get action. 

Some years ago the writer heard a suc- 
cessful advertiser and merchandiser ex- 
pound another rule which he called the 
measuring stick of any advertisement. 
He said, in brief, that the advertiser's 
message, to be effective, must be based 
on the idea of selfishness on the part of 
the prospect and service on the part of 
the seller. 

The idea has proved its merit so far as 
we are concerned. Perhaps it may prove 
of value to bank advertising generally. 
At any rate, it’s a thought. 


negligence, equally with the bankers). 
But when things went wrong, they be- 
gan to wonder, to grow apprehensive, 
and finally to be gripped by fear. And 
the result has not been pleasant for the 
banks. It is a situation that will not be 
duplicated if financial advertising now 
steps to the fore and utilizes all its 
force and power. The ugly duckling 
stepchild must now rescue its parent. 


SoME banks have shown admirable in- 
telligence, foresight and presence of 
mind during the turmoil of the past 
weeks. The Merchants National Bank 
of Cedar Rapids, Iowa, before the bank 
holiday in March, put out the following 
advertisement to steady the general un- 
easiness in that city: 

Your Money Is Here If You Want It. 

If you. desire to withdraw your funds from 
this bank, we ask that you kindly come in 
at once and do so. This will relieve the 
strain on our employes and better enable 
us to conduct our regular business. 

No restrictions of any nature will be im- 
posed. 

We Have Ample Funds To Meet Every 
Withdrawal Request. 


Calm, matter-of-fact, and _ wisely 
brief, this short message is just what the 
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TOGETHER 


Thrift and industry are the two strongest 
links in the chain of any man’s program 
of progress. 


The industrious individual will carn the 
means with which to save consistently 
founded and persistently. As industry develops 
ere business opportunities present themselves. 
1868 Ut is then that your savings provide the 
means for carrying out individual pro- 
gressiveness. Start a savings account now 

in this strong bank 


NATIONAL 
BANK OF TOPEKA 


The National Bank of Topeka, Kansas, 
believes in strong, steady newspaper adver- 
tising, and has long maintained this policy 
with such insertions as the two reproduced 
on this page. By the use of compelling 
illustrations, bold border designs and heavy 
type, attention is drawn to the advertise- 
ments, which are only 8” x6” or the 
equivalent, while presentation of the ideas 
and sales points is brief, concise and 
quickly grasped. 


disturbed depositor wants to be told. 
When the bank is reliable, he will be- 
lieve its statement and refrain from get- 
ting panicky and doing something 
foolish for himself and disastrous to the 
bank were his case multiplied by the 
total number of depositors. 


TAKING full advantage of the situation 
resulting from the Senate investigations 
into the relations of banks and securities 
affiliates, and the general interest and 
activity immediately aroused thereby, 
the Fiduciary Trust Company of New 
York seized the opportunity to republish 
an advertisement issued last May in 
which it had stated its progressive poli- 
cies. These policies being in line 
with the widely discussed proposals of 
Winthrop Aldrich, head of the Chase 


National Bank, the mere reprinting of 
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this ad (with a line at the top to the 
effect that it had originally appeared on 
May 11, 1932) placed the Fiduciary 
Trust Company in a most favorable 
light of public approval. Had it been 
written at the moment it could not have 
been more fitting to the immediate oc- 
casion. It states, in part: 


Fiduciary Trust Company not only sells no 
securities but goes much further in eliminat- 
ing activities and relationships which might 
affect its independence of judgment or con- 
flict with the interests of its clients. 

Beyond selling no securities to its trust or 
custody clients—or to anyone else: 

1. It has no securities affiliate. 

2. It does not participate in underwriting 
syndicates. 

3. It has no security dealers among its 
directors. 

4. It does not accept appointments from 
corporations as registrar or transfer agent, or 
as trustee under bond issues. 

5. It restricts its deposits to those not 
involving lines of commercial credit. 

6. It is not alligned with any banking 
group. 


The rest of the ad continues along 
the same lines in more detail. Banks 
which have been operating on such ad- 
vanced and sound lines should certainly 
come out now and say so, so that the 
public may not be bereft of all its faith 
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FOUNDATIONS 


GOOD 


To every strong institution, as to every enduring structure, 
there is much more than appears to the casual observer. 


There is a foundation deep under the surface. In 


rooted 
this Bank this foundation consists of great resources, of a 
loyal, highly-equipped personnel, of long, varied experience, 
inking policy. 


NATIONAL 
BANK OF TOPEKA 


—founded 1868 
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in the existing banking institutions by 
reason of the few disillusioning dis- 
closures recently exposed. 


FOLLOWING along with the now obvious 
fact that the people must be educated 
regarding banking, the Morris Plan 
banks are doing some good work in 
sizable and meaty advertisements con- 
taining very lucid and instructive edi- 
torials written by their respective presi- 
dents. The Morris Plan Company of 
New York has inserted most encourag- 
ing and enlightening statements, written 
by Arthur J. Morris. A similar ad 


The TRUTH 


TO BANK DEPOSITORS: 









DUE FROM FEDERAL RESERVE BANK _. $2,654,472.63 
BANKS IN 


We also have millions of dollars invested in good securities 
en which money could be raised if necessary. 


The total of our Assets exceed all of our Liabilities by over 
FOUR MILLION DOLLARS. 





These figures prove that this bank is one of the strongest 
tad banks in the UNITED STATES. td 


NATIONAL BANK 
OF DULUTH 


This advertisement is typical of many which 
will appear in rapid succession from sound 


banks all over the country. If, indeed, 

“the Truth” is a solid and reassuring 

statement, it certainly should be made 

known to the public, for this is one of the 

most obvious ways by which to allay the 

disastrous fear and panic resulting from 
ignorance. 
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was issued by the Industrial Morris Plan 
Bank in Detroit, over the signature of 
its president. A newspaper insertion, 
17” x 714”, filled with solid copy in 
small type, might not be read in ordi- 
nary times, but if it concerns banking 
today it will be. The public wants to 
know all about it. And it should be 
told, for ‘a little knowledge is a dan- 
gerous thing,” and public opinion a 
delicate matter. 


A BEAUTIFUL piece of promotional 


. material is published each month by the 


Girard Trust Company of Philadelphia 
in the form of a twenty-page booklet 
entitled The Girard Letter. The first 
four pages of the March issue are de- 
voted to a story on the Academy of 
Natural Sciences of Philadelphia, illus 
trated with animal groups at the 
Museum. The rest of the booklet is 
devoted to “The Trust Company at 
Work.” Examples are cited of some of 
the diversified experiences the bank has 
in handling its trust business. Photo- 
graphs show some of the property it has 
been called upon to manage and ad- 
minister—everything from a French 
chateau to a fleet of busses, from a 
cement factory and a coal mine to an 
estate of 120,000 acres—all of which 
has been profitably handled for the 
clients. The booklet is not a painfully 
business-like piece, bristling with facts, 
figures and efficiency. It is enjoyable 
to look at and read, and gives the im- 
pression that the bank has had as much 
pleasure in putting it out as the reader 
has in receiving it. In these times of 
restlessness and insecurity, it somehow 
gives an impression of calm, unworried 
stability and normality that has now 
become so rare as to be “abnormal.” 


THE Dime Savings Bank of Brooklyn, 
N. Y., made “Why We Advertise” the 
subject of a friendly advertisement in 
the newspapers recently. In their own 
words, “Advertising lets us talk several 
times a week with our depositors (and 
folks who ought to be). We can’t do 
that by word of mouth. There are too 
many of you. So we talk to you through 
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: you are 
a resident of 
New Jersey — 











As a matter of interest, we had an analysis 


made of the individual executors. Of course, 





One of the most inviting trust booklets we have seen is that put out by the Fidelity 


Union Trust Company of Newark, N. J. 


It is printed in two colors, using large type 


on 9” x 12” pages of coated stock, and is illustrated with photographs of novel and very 


effective glass charts. 


The argument is set forth convincingly and clearly, based on the 


results of a statistical survey, the tabulated figures being segregated on the last three 

pages of the booklet to substantiate the statements made in the argument and shown 

in the charts, but wisely not burdening the text itself. The front cover, shown above at 

the left, immediately selects the audience to whom the contents is addressed. The page 
at the right shows the clear type used and one of the glass charts. 


the newspapers instead. The papers 
sort of gather you together before us. 
But we don’t want to do all the talking. 
We want you to talk to us. Come in 
and ask for Mr. Brock.” Sensible, 
amiable, inviting, and a definite note 
at the end. 


A FEW RELEVANT REMARKS 
BY OTHERS 


“WHEN solidly solvent banks are driven 
to such an extreme they cannot consist- 
ently console themselves by saying 
harsh things about mob psychology, even 
though that unholy element is the main- 
spring of the present difficulty. They 
themselves are in a measure responsible 
for this impulsive action of the mob— 
the reason being that they have not 
thought it necessary sufficiently to in- 


struct people in the A B C’s of bank- 
ing. 

“Everybody ought to know that a 
bank may be safe and sound even 
though it is unable to pay out at one 
time all the money which its depositors 
have trusted to it. The principle is so 
familiar to the bankers that they un- 
doubtedly think that the people know it, 
too. But all the people do not know it, 
more’s the pity. ‘ 

“Most banks, unlike other business 
institutions, do not take the trouble to 
sell themselves sufficiently to their trade; 
they take themselves too much for 
granted and then trouble may come. 

“The situation plainly calls for an in- 
stitutional advertising program by banks 
--a program carefully conceived and 
sufficiently applied. As soon as the 
present emergency has been met, co-op- 
erative and individual action should be 
hegun. ’ —Printers’ Ink, March 9, 1933. 








REVIEW OF THE MONTH 


A SURVEY OF BANKING AND ECONOMIC CONDITIONS AS 


change in the Administration at 
Washington, there have been so 
many and such rapid developments that 
it is exceedingly difficult as yet to ap- 
praise their full meaning and effects. 
Within weeks the country has witnessed 
the closing of all its banks, due to a 
“banking holiday” proclaimed by the 
President of the United States. After 
about a week most of the banks re- 
opened under license, with certain re- 
strictions on the nature of their opera’ 
tions; but quite a number of banks 
remain closed and in charge of a “con- 
servator,” as the new custodian of sus- 
pended banks is now styled. A banking 
bill has been passed by Congress, obvi- 
ously of a temporary character and de- 
signed merely to tide the country over 
the recent crisis until legislation of a 
more far-reaching character can be en- 
acted. 

It is manifest that there has been a 
considerable revival of confidence of 
late. This change of sentiment may be 
ascribed in part to a rebound from the 
low state brought about by the bank 
holiday, and in part—and perhaps in a 
greater degree—to a belief that the new 
Administration, in measures already 
taken and others in prospect, has dis- 
played the sound and courageous lead- 
ership destined to open the way to sub- 


Soa March 4, the date of the 
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stantial economic recovery. 
it may be said that both the President 
and Congress have acted with prompt- 
ness, and the measures already adopted 
have met with general public support. 
But some measures remain to be acted 
on that are likely to encounter consid- 


Certainly 


erable division of opinion. These relate 
to the banks, to the railways and to 
farming. 

The currency panic, due to banking 
distrust, has definitely passed. While 
under the emergency legislation provi- 
sion was made for the issue of a large 
amount of the new form of circulation, 
secured by the pledged assets of the 
banks, but little of the new currency has 
come into use. Hoarding of gold and 
currency has ceased, and both are re- 
turning to the banks in large volume. 

Following the termination of the bank 
holiday and the reopening of the New 
York Stock Exchange, there was a sharp 
rise in security prices, followed—as was 
to be expected—by some reaction. This 
also applies to the prices of a number 
of commodities. 

The United States Treasury has re- 
cently sold a large issue of its notes, 
though the rate was at or slightly above 
4 per cent., as compared with 1 per 
cent. or less, the rate prevailing for some 
time before the acute phase of the 
banking crisis. It is believed; at the time 
this is written, that refunding operations 
on a large scale are impending. 

While, as stated above, developments 
are of such a character as to render it 
dificult to predicate upon them any 
dependable gauge of existing conditions, 
much less to forecast the future, there 
are some evidences of recovery that may 
at least be noted. Among these are the 
resumption generally of banking opera- 
tions, cessation of gold and currency 
hoarding, some recovery of prices of 
securities and of a limited class of com- 
modities, a better outlook in the auto- 
mobile and steel industries and renewed 














activity in retail trade. The latter de- 
velopment, while reported to be more 
than seasonal, may only represent the 
rebound from the diminished trade in- 
cident to the banking holiday. 

As the general price level is at pres- 
ent regarded with such wide interest and 
is considered to bear such a vital rela- 
tion to business recovery, the following 
on this subject, from an authoritative 
source, the New York Journal of Com- 
merce, will be found pertinent: 


COMMODITY PRICE TRENDS 


[From the New York Journal of 
Commerce. } 

Reopening of banks, security markets 
and commodity exchanges last week has 
caused a marked stimulation of interest 
in the future trend of commodity prices. 
During the period of bank holidays un- 
oficial quotations for a large number of 
active commodities showed substantial 
net gains, and there is, consequently, 
much speculation as to whether this in- 
dicated a permanent turn in the price 
trend or was merely a flurry resulting 
from extremely disturbed conditions and 
temporary shortages of supply. 

Business men and economists who be- 
lieve that the commodity price level 
reached its depression bottom in the first 
quarter of the current year and has now 
commenced a major upward movement 
base their conclusions on one or more of 
the following reasons: (1) distributors’ 
stocks of many finished commodities 
such as textiles and shoes are exception- 
ally small, so that any considerable in- 
crease in demand is likely to result in 
shortages and price advances; (2) the 
recent bank holidays will probably make 
many consumers anxious to convert idle 
funds and savings into goods from which 
they will obtain more concrete and im- 
mediate satisfaction; (3) curtailment 
plans already under way should bring 
about a gradual reduction in inventories 
of a number of important raw mate- 
tials and foods such as wheat, sugar, 
tin, lead, zinc and rubber; (4) the gold 
embargo and plans to issue additional 
currency may result in a moderate in- 
flation within the United States; (5) 
modification of the Volstead Act and 
Federal plans to provide employment 
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may provide definite increases in pur- 
chasing power for certain specific types 
of goods; and (6) proposals to help 
agriculture may result in arbitrary price 
advances of a number of leading farm 
products. 

Numerous arguments may also be 
adduced to prove that prices are likely 
to resume their decline. These point 
out: (1) that there has been no funda- 
mental change in general world eco- 
nomic conditions which still tend 
through contraction of purchasing 


power to bring about further price de- 
flation; (2) that the permanent closing 


of a considerable number of banks will 
result in a decrease in the basis of credit 
within the United States which will cur- 
tail buying of both consumption and 
production goods: (3) that accumu- 
lated world supplies of many materials 
such as cotton, copper and rubber are 
so large that it will be years before any 
real shortages could develop; (4) that 
potential capacity is so much above cur- 
rent needs in the case of most manufac- 
tured products that any rise of prices 
would soon be ended by a flood of over- 
production; and (5) that nothing has as 
yet been done to remove the burdens 
which restrict international trade such 
as intergovernmental debts, prohibitive 
tariffs and import embargoes. 

While any rapid or sustained advance 
in the present price level is both un- 
likely and, on the whole, undesirable, i 
seems possible that foundations are being 
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laid for a change in the trend. The re- 
building of the banking system of the 
largest industrial nation, combined with 
steps being taken to rehabilitate the 
finances of its Government, are funda- 
mental factors of a very favorable na- 
ture. If these are followed by interna- 
tional agreements to reduce intergov- 
ernmental debts and lower trade 
barriers, business activity and prices may 
start an upswing in the United States 
which will extend to other countries and 
gradually end the deflation. 


—©-- 
ONE CENTRAL BANK 


“Clearly we need a more closely uni- 
fied system and perhaps one in which 
the present Federal Reserve banks will 
become merely branches of one central 
bank of the United States. 

“In this financial storm, the twelve 
largely independent Reserve banks and 
districts, loosely co-ordinated by one 
board sitting in Washington, proved 
quite powerless to present a_ united 
front against the rapidly moving menace 
of great transfers of credit from one 
district to another, in vain search for 
refuge. Instead, they greatly facilitated 
its movements. 

“The need for overhauling thoroughly 
our banking system is equally apparent.” 
—Colonel Leonard P. Ayres, vice-presi- 
dent, Cleveland Trust Company. 





IN THE MONTH’S NEWS 


BRIEF ITEMS FROM THE NEWS ABOUT BANKS AND BANKERS 


Tue Chase National Bank of New York has 
held its position as the largest bank in the 
English-speaking world, according to the 
annual compilation by the California Bank 
of Los Angeles. In this report size was 
reckoned by the value of deposit liabilities. 
On December 31 the Chase Bank had de- 
posits of $1,466,038,619. 

The Midland Bank, Ltd., of England is 
second on the list, with deposits equivalent 
to $1,395,688,173. The National City Bank 
of New York comes third, with deposits 
totaling $1,299,377,173. Four other banks 
are listed as having deposits of over $1,000,- 
000,000. They are: the Federal Reserve 
Bank of New York; Lloyds Bank, Ltd., of 
London; Barclays Bank, Ltd., of London; 
and the Guaranty Trust Company of New 
York. 


L. O. IVEY, senior vice-president of the 
Citizens National Trust & Savings Bank of 
Los Angeles, on March 14 completed thirty 
years of service with that institution. Mr. 
Ivey entered the bank as a messenger in 
1903; in 1918 he was made assistant cashier, 
in 1923 vice-president, and in 1924 a direc: 
tor. He has been senior vice-president since 
1929. 


THOMAS BUGARD PATON, for the past 
twenty-five years general counsel of the 
American Bankers Association, died in Forest 
Hills, N. Y., on March 28. Mr. Paton was 
born in New York City in 1861. After 
being educated in the New York public 
schools and at Columbia, he was admitted to 
the bar, and practiced for several years. He 
served for a time as editor of the law depart- 
ment of the Journal of Banking, and in 1889 
founded The Banking Law Journal. He 
entered the services of the A. B. A. in 1898, 
and since then has represented the associa- 
tion at Washington, acted as advisor to all 
departments and meetings and been instru- 
mental in the passage of many Federal and 
state laws designed to protect banks against 
fraud and crime and to safeguard banking 
transactions. His opinions on many ques’ 
tions pertaining to bank law have been com- 
piled in book form under the title of 
“Paton’s Digest.” 


CHARLES FRANCIS ADAMS, former Sec- 
retary of the Navy, has been elected presi’ 
dent and a director of the Union Trust 
Company of Boston. 


Worn from Milan, Italy, says that 
GIUSEPPE TOEPLITZ, managing director 
of the Banca Commerciale Italiana since 
1904, has resigned to accept a less active 


post as vice-president of the institution. The 
twenty-five members of the administrative 
board have announced that they also will 
tender their resignations to allow the election 
of a smaller board, in keeping with the gen- 
eral tendency of business concerns to reduce 
board membership. MICHELANGELO 
FACCONI and RAFFAELE MATTIOLI, 
two directors of the bank, have been recom- 
mended as joint administrators to replace 
Signor Toeplitz. 


Tue First National Bank of Chicago has 
taken over the banking business of its afhili- 
ate, the First Union Trust & Savings Bank. 
The step was taken in order to secure the 
advantage of banking legislation conferring 
special benefits on members of the Federal 
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Reserve System and national banks. The 
First National will assume all the deposit 
liabilities of its affiliate, while the First Union 
will continue to do a trust business. MEL- 
VIN A. TRAYLER is president of both in- 
stitutions. 

The First National Bank opened for busi- 
ness on July 1, 1863. Since that time three 
banks have been merged with it: the Union 
National, the Metropolitan National and the 
Union Trust Company. The First Trust @ 
Savings Bank was organized in 1903 by First 


National interests, and is governed by the 
same board of directors. 


OSCAR G. FOREMAN of Chicago, son of 
the late Gerhard Foreman, died on March 
6. Mr. Foreman joined his father’s bank in 
1883, and in 1897, when the institution 
was incorporated as the Foreman Brothers 
Banking Company, he became its vice-presi- 
dent. In 1915 he was made president. Later, 
when the bank was reorganized as the Fore- 
man National Bank and The Foreman Trust 
and Savings Bank, he became chairman of 
the boards of both banks; and when these 
banks merged with the State Bank of Chi- 
cago, chairman of the executive committees. 
Mr. Foreman was also president of the 
Illinois Bankers Association in 1909, the 
Bankers Club in 1920 and the Chicago 
Clearing House Association in 1923-24. 


THE Investment Bankers Association of 
America reports that, owing to the large at- 
tendance, its convention at White Sulphur 
Springs last year produced a surplus, the 
first since 1929. The 1931 convention 
showed a deficit of $1891. 


JESSE H. JONES of the Reconstruction 
Finance Corporation and ALFRED P. 
SLOAN, JR., president of the General 
Motors Corporation, have announced the 
creation of the National Bank of Detroit to 
take over part of the assets and part of the 
deposits of the old First National Bank and 
the Guardian Bank of Commerce. R. F. C. 
and General Motors have matched dollar for 
dollar to make up the $25,000,000 capital 
of the new bank, which is being organized 
in line with the Government's determination 
to provide sound banking facilities for the 
American people. 

The remaining assets of the two closed 
banks are to be liquidated, and depositors 
hope to obtain at least 40 per cent. of their 
deposits immediately. PAUL A. KEYES 
has resigned as conservator of the First Na: 
tional, and his place will be taken by C. O. 
THOMAS, of the Comptroller's office, who 
lately acted as receiver for two banks in 


Pittsburgh. 


A QUARTERLY dividend of 5 per cent. was 
declared by the board of directors of the 
Guaranty Trust Company of New York 
for the quarter ending March 31. This divi- 
dend was payable on that date to stock 
holders of record March 3, 1933. 


WILLIAM L. PHILLIPS of Dillon, Read @ 
Co. has resigned as a director of the Chemi- 
cal Bank and Trust Company. 


Marcu 16 was the date of the 149th anni 
versary of the founding of the Bank of New 





IN THE MONTH’S NEWS 


York, which, as the Bank of New York 
and Trust Company, is the oldest bank in 
the country to retain its original name as 
part of its title. President Roosevelt's great- 
great-grandfather, Isaac Roosevelt, was one 
of the founders, as was also Alexander 
Hamilton. 


PAUL J. PENNOYER, a partner in A. 
Iselin & Co., has been elected a trustee of 
the Bank of New York and Trust Company. 


Tur American Bankers Association has ap- 
pointed W. R. MOREHOUSE, vice-presi- 
dent of the Security-First National Bank, 
Los Angeles, Cal., as a member of the Com- 
merce and Marine Commission of the asso- 
ciation for the term expiring in 1934. Mr. 
Morehouse’s appointment fills the vacancy 
caused by the death of JOHN R. WASH- 
BURN, late vice-president of the Continental 
Illinois National Bank & Trust Company of 
Chicago. 


Tue directors of the John Hancock Mutual 
Life Insurance Company have promoted the 
following officers to the position of second 
vice-president: FRED PRESTON HAY- 
WARD, treasurer; LIVERUS H. HOWE, 
actuary; CHARLES J. DIMAN, secretary. 
All three have been in the service of the 
Jchn Hancock for many years. 


COMING BANKERS’ 
CONVENTIONS 


ALABAMA BANKERS ASSOCIATION. 
gomery, May 18-19, 1933. 

AMERICAN BANKERS ASSOCIATION. Execu- 
tive council meeting. Bon Air-Vanderbilt 
Hotel, Augusta, Ga., April 10-12, 1933. 

AMERICAN INSTITUTE OF BANKING. 
Palmer House, Chicago, June 12-16, 1933. 

ARKANSAS BANKERS ASOCIATION. Hotel 
Marion, Little Rock, May 3-4, 1933. 

CALIFORNIA BANKERS ASSOCIATION. Hotel 
Huntington, Pasadena, May 24-26, 1933. 
Secretary, Andrew Miller, 632 Mills Build- 
ing, San Francisco. 

CENTRAL BANK MANAGEMENT CONFER: 
ENCE. Indianapolis, Ind. Postponed until 
further notice. 

CoLorapo BANKERS ASSOCIATION. Craggs 
Hotel, Estes Park, June 16-17, 1933. 

CoNNECTICUT SAFE Deposir ASSOCIATION. 
Hartford, April 12, 1933. 

DELAWARE BANKERS ASSOCIATION. Reho- 
both, September 7, 1933. 
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Mont- 


ber 11-14, 1933. 
ton E. Reed, 231 South LaSalle Street, Chi- 


cago. 


: ASSOCIATION. 
Waldorf-Astoria, New York City, Septem- 
Executive secretary, Pres- 
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GeEorGIA BANKERS ASSOCIATION. Macon, 
May 25-26, 1933. 

ILLINOIS BANKERS ASSOCIATION. 
Hotel, Chicago, June 5-6, 1933. 

INDIANA BANKERS ASSOCIATION.  Clay- 
pool Hotel, Indianapolis, June 14-15, 1933. 

INTERNATIONAL BUILDING AND LOAN 
Conaress. London, June 6-9, 1933. 

INVESTMENT BANKERS AsSOCIATION. Hot 
Springs, Va., October 28-November 1, 1933. 

Iowa BANKERS ASSOCIATION. June 19-21, 
1933. Secretary, Frank Warner, 430 Liberty 
Building, Des Moines. 

Kansas BANKERS ASSOCIATION. Salina, 
May 16-17, 1933. Executive vice-president, 
W. W. Bowman, Topeka. 

KENTUCKY BANKERS ASSOCIATION. Louis- 
ville, September, 1933. No date. 

MaineE BANKERS ASSOCIATION. Rangeley, 
June 16-17, 1933. 

MARYLAND BANKERS ASSOCIATION. Tray- 
more Hotel, Atlantic City, N. J., May 24-25, 
1933. 

MICHIGAN BANKERS ASSOCIATION. Statler 
Hotel, Detroit, June 29-30, 1933. 

MINNESOTA BANKERS ASSOCIATION. Min- 
neapolis, June, 1933. No date. 

MississipP! BANKERS ASSOCIATION. 
9-10, 1933. 

MissouRI BANKERS ASSOCIATION. 
Jefferson, St. Louis, May 18-19, 1933. 
retary, W. F. Keyser, Sedalia. 

MonTANA BANKERS ASSOCIATION. Helena, 
July 28-29, 1933. 

MortTGAGE BANKERS ASSOCIATION. Secre- 
tary, Walter B. Kester, 111 West Washing- 
ton Street, Chicago. No date. 

NATIONAL ASSOCIATION OF CREDIT MEN. 
Milwaukee, June 19-24, 1933. 
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NATIONAL ASSOCIATION OF MuTuAL Sav- 
INGS BANKs. Executive secretary, John W. 
Sandstedt, 347 Madison Avenue, New York. 
New Ocean House, Swampscott, Mass., May 
24-26, 1933. 

NATIONAL FOREIGN TRADE CONVENTION. 
Pittsburgh, April 26-28, 1933. 


New Jersey BANKERS ASSOCIATION. At- 
lantic City, May 18-20, 1933. 

New Mexico BANKERS’ ASSOCIATION. 
Franciscan Hotel, Albuquerque, May 45-6, 
1933. 

New York Savincs BANK ASSOCIATION. 
Waldorf-Astoria Hotel, New York City, Sep- 
tember, 1933. 


NortH Caro_inA BANKERS ASSOCIATION. 
Pinehurst, April 20-21, 1933. 

OKLAHOMA BANKERS ASSOCIATION. Hotel 
Biltmore, Oklahoma City, May 23-24, 1933. 
Secretary, Eugene P. Gum, 907 Colcord 
Building, Oklahoma City. 


PENNSYLVANIA BANKERS ASSOCIATION. 
Traymore Hotel, Atlantic City, N. J., May 
17-19, 1933. 

REsERvVE City BANKERS ASSOCIATION. 
Excelsior Springs, Colo., May 29-31, 1933. 
Secretary, J. J. Schroeder, 162 West Monroe 
Street, Chicago. 

SoutH DaKoTA BANKERS ASSOCIATION. 
Mitchell, S. D., June 1-2, 1933. Head- 
quarters moved to 280 Dakota Avenue, 


South Huron, S. D. 


SOUTHERN TRUST CONFERENCE. Rich- 
mond, Va., April, 1933. 

TENNESSEE BANKERS ASSOCIATION. Nash- 
ville, May 9-10, 1933. 

Texas BANKERS ASSOCIATION. 
Wells, May 16-17, 1933. 

VirGINIA BANKERS ASSOCIATION. Hot 
Springs, June 22-24, 1933. 

WASHINGTON AND OREGON BANK AND 
Trust Orricers. Spokane, Wash., May 13, 
1933. 

West VirGcInIA BANKERS ASSOCIATION. 
White Sulphur Springs, June 8-9, 1933. 

WISCONSIN BANKERS ASSOCIATION. Law- 
sonia on Green Lake, Wis., June 20-22, 
1933. 

Wyominc BANKERS ASSOCIATION. Casper, 
September 1-2, 1933. 


Mineral 


—©-— 
THE GOLD RETURNS 


Go.p is pouring back into the banks at a 
rate that recalls the man who lost his um- 
brella in a restaurant. He advertised in the 
papers that he knew the man who had car- 
ried it off and the next day he received 
twelve umbrellas—New York Times. 
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